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= 6800 ‘ 
MR. NOLAN: MYre Chairman and iir. Commissioner, 
at the adjournment yesterday evening we were discussing the 
rate of return. I had adverted to the fact that Mr. liore 
rison would allow a rate of return of 84% on the invest- 
ment; Dr. Boatright said, and to quote him “it seems to me 
a figure of 10% is a fair figure and that would be the 
figure that I would recommenad*®. I dealt with air. Hill's 
report and the fact that he sai ene £208 Or in the al- 
ternative 13.3% would be a fair return on the investment. 
I pointed out that ir. iiorrison had made a comparison of 
this operation with that of the Calgary Gas Company or of 
the ordinary public utility. May I remind you again, sir, 
that hire Hill said at page 2553 of Volume 19, these words: 
"But, on the other hand, I say that the returns, the 
ordinary rates of return used in the electric and gas 
business do not apply to this business", 
and so the Commission is confronted with choosing betweén the 
opinion of Mr. Morrison and Mr. Hill in that regard. Mr. 
Hill comes before the Commission as a man of experience in 
the gas business, in the pipe line business, an engineer,-~ 
to quote my learned friend, the Counsel to the Commission,= 
a man of international reputation in these matters. In my 
submission to the Gommission his Opinion should be prefer~ 
red to that of sir. morrison's on a matter of this kind. 
Then lir> Tanner, who was a bond 
Salesman or investment banker of the City, came forward and 
said so far as he knew, at page 3999 of Volume 32 there 
were no pipe line securities in the hands of the people of 
Canada, he assumed, he said that: 


"Assuming that there was a steady source of supply and 
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"assuming that there was a market for the products; 
assuming’ 8S he says ‘a stability of income", 

then he thought that 84% was a fair return with eens 
protective features as he himself puts it. 

Now my learned friend, Mr. Frawley, 
puts this to the Commission=-- 
THE CHATRIUAN: What was Taylor's? 
MR. NOLAN: Mr. Taylor, sir, is to be found at 
2805, page 2805, of Volume 21, in which he says the company 
should have a rate of return of 20% and at that page and 
thereabouts he referred to the hazards and those hazards 
have been mentioned with particularity by Mr. Frawley. I 
also refer to the Price Jaterhouse report, Exhibit "100", 
at page 4 in the same connection. Now my learhed fricnd, 
Mr. Frawley, says that when the life of the field is fixed 
by the Commission the hazard or a very large part of it has 
been removed. I cannot subscribe to that contention because 
I do not think that it follows for a moment that because 
this Commission should say the life of tne field is "xX" 
years that the rate, that is to be fixed from now on, is to 
be based on that figure. You see there are things which may 
happen. For example, if this field stops producing oil, it 
is not possible for me to go to the Board of Public Utility 
Commissioners and ask fora higher rate because there is no 
oil in respect of which a rate can be imposed. The other 
contingency which may occur is that the market requiremems 
may be very seriously curtailed. Well if they are and I 
go to the Board of Public Utility Commissioners to have the 
rate increased I find myself confronted by this, of asking 
them to increase the rate for pipe line transportation 


which will add to the laid down price of crude which at 
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that moment is una ble to force itself cr maintain its pos-= 
ition in the market and so xe find ourselves in the pos- 
ition of making the crude of the Turner Valley less able 
tc compete than it had been before. 

Now on the Price Waterhouse badis, 
Exhibit "193" it shows that on a rate of return of 20% ana 
a 6,000,000 barrel throughput and an operating expense of 
4.64¢ per barrel, the cost per barrel is 13.13¢ and that on 
a rate of return of 20% on the 5,000,000 throughput, with 
an operating expense taken at 5-30¢ per barrel, there would 
be a cost per barrel of 15.49¢. I shall have something to 
say about increased prcaciiie opete when I come to discuss 
Mre viorrison's own figure of 7.9413¢ per barrel. 
THE CHAIRMAN; Of course Mire Nolan, lire Frawley, 
he does not suggest because he fixes the life of the field 
at something that that will be so, as I appreciate his 
argument, but that we are bound to do the best we can for 
purposes of recommendation, to fix upon the life of the 
field at a given throughput of course. 
MRe NOLAN: Yes. 
THE CHALRMAN: And that having come to a firm 
opinion ag to that, we must charge ourselves as though 
that were in fact determined and settled and fix the rate 
accordingly. Now such risks as there may be and so on, we 
must take into account. As I appreciate his argument he 
is saying in fact what is said to a Jury "You must do the 
best you can and you must give a verdict and having given 
it you predicate your rete as though there was no doubt 
of the accuracy of your findings". 


MR» NOLAN: Yes. 
THE CHAIRMAN: Now that is what I think his arga- 
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ment comes to. 
MR. NOLAN; But he -gbés one step further and 
he says that the hazards attendant upon the life of the 
field or a large part of that hazard so far near company 
is concerned has been removed by the finding of the Com- 
mission. 
TH: GHAITRMAN: Is he not right insofar as your 
company is concerned, although your company might say 
properly there is some hazard if the life of the field was 
fixed even at a year, but is he not right in saying that 
the Commission must act as though the hazards were removed, 
having taken every conceivable thing into account that it 
thinks it should. 
MR. NOLAN: Yes. 
THE CHAIRMA Ns. Including all hazards and then hav« 
ing said "this is the life in our opinion" 41g the Commission 
then in a position that it has taken into account all the 
risks when it has determined the life, and then surely it 
has to go and fix its rate accordingly, having regurd to 

' what is a proper return and so On. 
MR. NOLAN: To put it qite frankly to you, 
sir, I am anxious to get myself out of the category of 
the ordinary public utility because I think there is more 
hazard and uncertainty attached to this operation than to 
the operation of the ordinary Public Utility and I do not 
want e rate of return to be given to me which, as it were, 
putsme back into, putsme in that cateogry. 
THE CHAI NAN: Does that mean anything more, lhir. 
Nolan, than that there is a greater risk of the life not 
being, the useful life not being so long, I mean is it 


anything more than a factor to be taken into account in 
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arriving at what, in the Commission's opinion, is fair to 
all parties concerned, ~ mean you could go,+ is it not all 
a matter of degree, you could go right down the line of 
all utilities and some have greater hazards than others. 
MR. NOLAN: | And what you are saying to me--= 
T HE CHAIRMAN: | Some will have greater risks of 
immediate competition; others will have risks of the, such 
as you have here. 
MR. NOLAN: Of course what IL am trying to say 
is this, sir, that this Gommission with the best will in 
the world and on the evidence and giving the matter its 
best considerat ion=+- 
THE CHALRAA N: May be mistaken. 
MRe NOLAN; And of course it will, but even 
after that it might make a mistake and where am I? 
THE CHATRiA ND; Well where are you, you are in 
the position you would be if thers were no Commission and 
no rate fixed except perhaps worse off. 
MR» NOLAN: — Yese 
THE CHATRWAN: — Perhaps better eff, we are specul- 
ating just now. 
MR. NOLAN: Yese 
THe CHAIRMAN: But when you put a dollar into this 
line, into this field, you took some risk. 
MRe NOLAN: Oh yese | 
THE CHATRiiAN: ~ But you sec , Mre Nolan, as I see it, 
and IL put it to you so that you may put me right if I am 
wrong, it strikes me that if you bring conviction to our 
minds as to the tremerdous riskswhich are here, we are nat- 
urally going to take them into account and having said 


now knowing all risks and allowing for everything, this 
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field with a throughput of so much has a life of so 

long", then I think our duty lies before us to not 
waiver any more but to proceed with the fixing of a 

rate on that basis as though we were right, because we 
think we are right or we would not so declare. 

Mre NOLAN: Yeso 

THE CHAIKMAN;: And we recognize that, as you 
put it, with the best will in the world we may be wrong + 
MR. NOLAN; Yess | 

THE CHAITUAN: we may err in your favour even as 


we may err against you. 


Mae NOLAN: Yes, either way, it does not mat~- 
ter. 
THS CHA TRAN: Yes, but that is brought into ace 


count in martialling these factors which you must weigh and 
value in determing these things, it ssems to me, in that 
you are different from other utilities but then you will 
have to have different treatment because of greater haz- | 
ardse 

MR. NOLAN: You see it is all oxemplified 

by the varying rates of return that these various util~ 
ities are allowed, one has more hazards than the other 
and what you are saying to me is this, if this Commission 
should take. into piieecsed these hazards which I may 
be permitted to suggest to you--- 

THE CHA TRAN: | Yes > 

MRe NOLA ly; Then I am being paid for that 
hazard or nee hazards, I am being given a rate of re 


turn that should be fixed in contemplation of those. 


THE CHAIRMAN: For example, let us say that, to 
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jllustrate what I am saying, and only by way of illus- 
tration, supposing we said “well we think it is a mfe 
and conservative view that this field has a life of 30 
years". : 


MR. NOLAN: | | Yese 


(Go to number 5807) 


et : 
es a ak meee yo eat oe is 
see 
= oe Be a 
ale tir BREE TS 


eae Ae ewatiean Gee Baer 
7 neiit ee ak yd. ving bun wale 3 is 
peer ary <P: aw Liaw’ -OEhe we 


cay ae Bh) 


iS "hm ete f i | Lo 
me jl Aes edge Mare a 


Seay 7 a: ae 


Ose cette Of .Ge~ hae 


GL 
4a 


H. G. Nolan, 5007 <= 


TH CHAIRMAN : | I am using this by way of 
illustration only, 40, if you like, but we think 
that, well, that is the best opinion that we can form 
right now, yet, we are not going to say, having regard 
to all that has been said to us about the -.risk and the 
effect it has had upon our minds, we are not going to 
declare that it has a life of that, we are going to 
take into account that there may be a lot of intelligent 
and educated guessing about this, and when it comes 
down to fixing the pipeline rate, we are not going to 
take that figure. Now, in the result you would be 
not in the position, in my view, that say a power 
company Supplying electricity to a city was, and that 
would be reflected in what we were doing, but having 
tak en everything into account that we possibly could 
and being as ae as we know how to be, and having 
struck a life of the field at a given throughput, then 
L say the rest. follows. 
MR. NOLAN: Of course, if all things 
that I am going to suggest are taken into account then 
_ there is strength in your argument that it is 
dissipated on that ground, because the rate of return 
is predicated on the uncertainties and hazards. I am 
bound to go that far with the Commission, I cannot have 
1+ au Vays 1 must have some reason to support my 
position and if I, for example, obtain a rate of 
return from the Commission of X%, and the Commission 
in arriving at that has taken into eonsi deration the 


uncertainties and the hazards, then in fact I am being 
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given a return commensurate with those hazards and 
uncertainties. 

THis CHAT RMAN; ies 

MR. NOLAN: Yes, that seems reasonable, 
Slr Prout lore course ye. ie). 

THs CHATRi: AN: ft am merely suggesting that, 
perhaps, it is for you to consider and,perhaps, you will 
further your argument more pursuing it along those lines 
than to say how great the risks are if they be, .rather 
than saying "Well., we will have to be dealt with as 
something in an entirely different category than whese 
others. These others are fish, we are fowl." 

MR. NOLAN : But it does leave me with the 
Hecessity oF pointing out to you what I think are: those 


hazards which should be taken into consideration. 


TH’ CHAIRMAN: Quite. 

VR. NOLAN; in fixing ‘that rate of return’ 
TH: CHAT RMAN: Quite, I say most imoortant. 

MR. NOLAN; Yes; then, just for the moment 


let. me direct my attention to those. Mr. Chairman, I 
would like to point out in the first place in respect of 
those hazards that we are not in the position of an 
ordinary public utility company in that we cannot by 

our. own efforts, by advertising or otherwise, increase 


or build up or even maintain the throughput of this line. 


MR. FRAWLEY: I would not agree with that. 
THI: CHAT RICAN : te nates, “is Noten? 

MR. NCLAN: dell, we have no control over 
the throughput as a pipeline operation. The noint 1 am 


trying to make is this, that the dil which can be 
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transported by this pipeline is governed by factors 
beyond our control. jell, now, let us see what those 
facvors are, first, the life sf the field and TP shad 
Say nothing more about that because we discussed that 

at great length; secondly, the capacity to which the 
owners of the existing wells may see fit to operate them. 
THE CHATRMAN : Mr. Nolan, in considering 
THiS, Whav ts your view about this, if you please, we 
have knowledge, - because there is the evidence of it, - 
that this is an integrated company; in considering just 
such matters as you are now addressing yourself to, 
should we think of it as a thing apart from the Imperial 
and Standard Oi1 or should we say "Well, this all lies 
in the hands of those who control this company to-day. 


Le wiey wa, toreduce the price of crude in Turner 


Valley, that is one Way of cutting down the throughput, 


or of putting it where nobody can put it through; in 
other words, no one can produce at a profit, or taking 
oil from foreign countries, that is another way of 
reducing it, or should we think of them as strangers 

I mean these matters will doubtless be thought of by 

us and it is well to ask your view about it. 

MR. NOLAN: Yes. In my submission to the 
Commission the duty, if I may put it that way, d@ this 
Commission is to consider this pipeline operation ofr 
the Poyalite Oil Company as something separate and 
apart from the operations of any company with which it 
may be related, either as a subsidiary or in the position 


of being controlled by the parent company. We are 
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condidering here only the pipeline operation of the 
Royalite Oil Company. Now, what does it matter to this 
Comuission from that point of view where the shares of 
the Royalite Oil Company be hela? Le: OViGemoc. Tan 
course, is that this comoany, the Royalite Oil Company, 
is controlled by Imnerial Oil Limited. There is no doubt 
about it. There is nothize wrong about that. The 
Commissioners have said on oceasion that there is 

nothing sinister in the inter- relationship of the 
companies, and my submission to the Commission would be 
Pais, thet WHEN. ss. 6. « «'s 

THs CHALRMAN: If there b anything wrong 
about it it is a matter for Parliament and not for this 
Commission, certainly. 

MR. NOLAN: Yes. 

TH: CHAIRMAN; i say it ls a practice that 
has been known to company law for a century, I suppose, | 
and We are not going to try to stop that if it be wrong. 
MR. NCLAN: “wo; and in the eyes or the 

law this company that operates this pipeline is what 

we call “a separate legal entity" and that being so 

IT think it is entitled to come before this Commission 

and be judged on its merits, on its own merits. May 1 
put it that way? it presents itself to the Commission 
and says "I ama company doing this operation, carryirg 
on this buSiness; true my shares of stock are held 
here, there and the other place, but I ask the Commission 
to disregard that and to treat me aS @ company con troll ed 
and carrying on business here and judge me by ny own 


operations and the manner in which I conduct them, rather 
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than by ary relationship which may exist with relation 

to any other company. 

THE CHAT RiiAN : Nes, 

MAJOR LIPSET?: Just to follow that up fora 
moment, Mr. Nolan, if I may, with you, you are now a 
separate entity engaged in this pipeline business, and 
your chief customer is the Imperial Oil. 

MR. NOLAN: Yes. 

MAJOR LIPSETT?: whose representative comes 
here and says that he must get his crude oil at the lowest 
VEMecaGianwne Cat possibly eet it, Tor his refinery? 

MR. NOLAN: Yes. 

MAJOR LLPSETT : Now, that may apply to the 
OEY netinery who might, the British American, or 
somebody else, might want to put up a competitive pipe- 
line. Before you would lose the business of the Imperial 
Qil or the British American, would you mt cut your 

rate to the lowest figure over your actual cost? 

MR. NOLAN: Would I cut the pipefine pater 
MAJOR LIPSETT: Yes, to cost plus just any 
more margin you could get before you would close down? 
MR. NOLAN: You mean of the service to 
the Imperial 0il? 

MAJOR LIPSETT : vr a pipeline, apart from 

the Imperial. Supposing the Imperial and the British 
American were going to put their oil through another 
pipe, they were not going to take the inoit trom faraer 
Valley in order to keep your pipeline going would you 


not cut your rate to cost before you would stop the 
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operation, in other words, the more you tell us about 
hazards, does not it lead to the result that the lower 

the rate should be to avdid the hazard of the oil flowing? 
MR. NOLAN : Well, it seems to me that the 
hazard of a competitive pipeline is something that will 

be taken into consideration, by giving me a rate of 
return commensurate with that hazard in the transportation 
rate which will prevent these other people from competing 
with me, Yoauysee, this Commission, i% iss. ..: 

MAJOR LIPSETT: If we give you a competitive 
rate it would have to be low in order to compete with 
Viner plpe LIness 

MR. NOLAN; wy submission to the Commission 
is that you should give me a rate where there will not be 
any competition. 

MAJOR LIPSHATT: That would mean so low that 


nobody could compete with it. 


MR. NULAN: Why should anybody compete 
with it? 
MAJOR LIPSETT : if we made the rate high 


enough that the British American or any other company 
might build a pipeline. 

MR. NOLAS: : Well, this question of other 
pipelines being constructed is, perhaps, looking into 

the future. I do not know whether there is any possibility 
af that or not. Lt ie one of the things that 2 thigk 

must be taken into consideration. If there is a low 

price fixed by this Commission, so low that no one else 

can compete, I suppose in that sense the competition is 


driven out. 


Be. sic alte. 8. gate Nd geibantilices: eis 
elk aah ie A ecuentl ‘ante. ‘ate “habe, | 
aritoames eee a hepieg asi Be ooh fast eBid 
hoes ee ae ie he Ree EngiOd aia ee ‘Heit : 
PTE LT BRITON BABY Bite heal af 
iH is LaF ORE | Ont 8; gine 1 wel: cs ap a eae 


Motes iene eae ct Bete bapsels +), 


‘av. oh) a a as ee OTT ae ee 8 OM BW Eran tgp Pete bisa 
atl ACSW eee 
POLIS VC ee OLY re ABA | By Wace 


gta oct wets -taghp Shaw: Ser Bh 


RABwC. We ae Ea Bhat ater 


- DF ant serch COL ngedray got bad supa 2 atid 


a) biomed We Si opott rede ah wane ean: th ee ah 
re ' t 


f\ 


Maids L. pars opacnt cs a Le Bult at ti. en ag 
5 OS, Ae ppede 21 ad evo ce aah ie 


; Cay ae 
a But oo rads ay | askn oben Y Sean 


me 


Cl 
4E 


-5813- 
H. Ge Nolan, 


MAJOR LIPSETT: You are taking it in two ways, 
you are asking us to give you first, the highest possible 
rate that can be built up for this nipeline. 

MR. NOLAN: Yes. 

MAJOR LIPSEHTT : You are asking us, on the 
other hand, to give you & complete monopoly for the future 
by preventing anybody else coming in, by giving ae the 
money out of this rate to take care of all your future 
possible outlays. 

MR. NOLAN: tec", 

MAJOR LIPSTI: And then you are asking us, 
having got that, you come back then and ask us to give 
you the highest rate passible on account of the hazards. 
MR. WOLAN> Yes, but the highest rate 
possible,so far as the hazard is concerned, only affects 
two of the features, the amortization charge and the 

rate of return. That is where the hazard comes in. Give 
me my money back quickly because there are hazards. 

Give me a high rate of return because there are hazards 
and uncertainties and then see what the rate is. 

MAJOR LIPSETT : Ana then give you on top a 
that the money that will enable you to keep out all 
future competition by giving you your capital out of the 
present user, to provide. for connections with other 
wells that come in, to cut out other possible competition. 
MR. NOLAN: I am not asking you to take 

my pipeline from me at all. I am asking you to leave 

me alore as I am, but if I am being taken over, if l 


have to be taken over, then I want to be placed in the 
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position that I will be encouraged in the future to 
carry on the operation which I, by my own efforts and 
expenditures of my own money, have made possible, 

You see, 1 have made the pipeline operation possible 
to ithe pproduecersin this field. 

MAJOR LIPSETT: By the Government, by first 
of all the protection which you got under the Pipeline 
Act, of taking the hg compulsorily and secomly, by 
getting the advantage of the m tural resources which 
belong either to the Dominion or to the Province. 


The capital you put into it would not be of any use 


without these other resources. 


(Page 5815 follows, ) 


ad fire £2 


2 ta v att iene u 


iets ay it ; 


’ 


ae: P 


rT BLAH % PAELeqia 


a A 


ree eRe oem 
ae fie ibe OPO 2 ely af 


i! che | 


vibe 
ee (are i ry) ree 


Sa! 
Pa sy By 
Mtiee 


Rig ert gar i heen, eee 
Bh CFT a s ae ones ios baal ata 


sa é 
“ti tales 


Y: AS ROT. gals 


HS 


T=-1 
-OGLo> 
H.G.Nolan. 
The capital you used or had as a pipe line would 

be no use without these further resources? 
Mi. NOLSI: That is true, but what 
good are the resources unless there is a pipe line to 
bring them into Calgary. 
MR. CO ISSIONSE LIPSET?: lL. Quite apreo. i think 
one is just as necessary as the other. But supposing 
that you were at any rete alloved to go on and you were 
faced with the fact this Illinois oil would come and put 
you out of a large part of your market, or faced with a 
competitive pipe line, would not you cut your rate down 
to your cost before you would lose the business - cost 


plus 3 very little margin’ 


Lim. NOLAT: If I were not under regul- 
ation’ 
fee UU TeSIGh sk Lirseiys Not under regulation 


but up against competition. 

tit. NOLAN: You mean competition 

from other fields? 

I. CO:PISSIONGR LIPSsTT?: Hither other fields or a 
competitive line. 

LR. NOLAN: As I have said during the 
Commission I will probably have to have instructions. 

VMRe FRA‘ LY: From one of yaur clients 

at leest or all of your clients, I should sey. 

Mia Go IStlol un LIPS: You see, Mr. Nolan, spesking 
seriously, the Tented te witness came up here, Mr. McGrath, 
and puts it definitely to us he must get his crude oil 

at the lowest possible price if he is going to take Turner 
Valley oil. One of the very important elements of that 


is the pipe line freight rate, just as the Imperial went 
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themselves to the railways ‘and said they must have a 
lower reilway rate. I do not know whit your view is 
upon that angle of it. 

MR. NOLAN: You mean to make the 


pipe line rate low enough? 


THe CHALTRIAN: | To keep the market. 
MR. NOLAN: Tv keep the market? 
MR. COMMISSIONER LIPSsTT: You would cut 1% down 


to a cent over cost before you wuuld lose your invest- 
ment. 

THE CHAIRMAN: When you see that the 
Gompany associating with you asks us to take notice of 
that. 

MR. NOLAN: I find we have to be 
taken as a thing apart. 

MR. GOMMISSIONAR LiPosaTt: Let me give you an illus- 
tration. There are commodities the railways will carry 
from ‘Tinnipeg through Calgary to Vancouver at a lower 
freight rate then to stop here at Calgary. They will 
haul it that 1200 miles extra by reason of competition, 
where they have their investment, and their tracks, and 
their operating costs. The greater your hazard is, are 
you not the more reduced to that position that you will 
take cost plus half a cent or a cent rather than lose your 
whole investment in the pipe line? 

lM. NOLAN: I do not quite see why 
that has anything to do with my relationship to the 
Imperial Oil Gompany. 

MRe COMMISSION“ LIPSSTT: axceept they are your largest 


customer, they tell us that. 
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H.G.Nolan. 


MR. NOLAN: They are at the moment 

our largest customers. That is quite true. 

TH CHSIRMAN: And they tell us through 

Mr. McGrath that unless - and he was duane to emphasize 
that, I would not say emphasize it but to reaeare ae 

so that the Commission would not lose sight of his position - 
that unless the producersin Turner Valley took less 

for their oil they are going to lose out to Illinois. 

Now as my associate points out he did not mention that 

if there was a lower pipe line rete perhaps the market 


could be saved equally well as if the producers took the 


loss. 
MR. NOLAN: Of -colrse there fs%a point... 
THE CHAIRMAN: From the standpoint ef the 


imperied) OLL? 
MR. NOLAN: There is a point below 
which the pipe line rate cannot be reduced without 


operating at a loss. 


THe CHA LTREAN: Quite. 
PR. COMMISSIONER LIPSstTr: That is whatever it is, 5 


sents, 4$ cents or 5$ cents or 6 cents. But you would 
cut down to that before the Company will close down their 


operations. 


THE CHAIRMAN: Or lose the market. 
IR. COMMISSIOWIR LIPSSTT: Cr lose the market. 
MR. NOLAN: Of course it may be put 


to me that there is a disadvantase in being related to 
and a part of these integrated companies, but there 
is a great advantage in another way that it would be 


awfully difficult for anybody to compete with me 
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without the Imperial Oil business. That I have got. 

I have got it perhaps through the fact that I am 
related, surely, and that is why I have it. And how 
Gan anybody compete with my pipe line without that 
business. 

THE CHATRIAN: You assume that the 
British American for example camnot in all the circun- 
sténces ever find it profiteble to put through a line? 
Let us assume that for the moment, and we come to that 
point which this Comnission has spent oonsiderable time 
on, the fact of Illinois crude and perhaps siast Texas 
and in a roundabout wey Montana supplanting Turner Valley 
in the ‘‘Yostern market. That is & ooncrete thing that we 
have heard much about? 

IR. NOLAN: Yes. 

THE GHALRMAN: Well nov, there are two 
ways, even although that is true, there are two ways 

in which this market remains, and it is of interest 

to us only on this phase of our work, only because 

it affects the through put? 

im. NOLAN: Yes. 

TH: CHS IRMA: You at one time informed 
us you were going to argue the through put would be 
very much less béceuse of this. There are two vays of 
course, if that were so, there are two ways in which 

it gould be met, by a lesser price to the producer or 

a lesser transportation cost through the pipe line, and 
perhaps by the railway. 

MR. NOLAM: If we are placed in the 
position of a corion carrier, and our through put goes 


down, and we are disassociated from anybody else, and 
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Gonsidered as standing on our own nich it sesoms to me 
I would be entitled to go the regulatory body and ask 
for a higher rate.on the decreased through put. 

MP. COMMIS LONsk. LIPS TT: I wonder if you would, 
Mr. Nolan, if it was shown in reply thet you heve already 
lost part of your Inperial business through your present 
rate, and you were making thet up now by a higher rate. 
Might not the answer very well be made to that "If we 
put your rate any higher you are going to lose so much 
more of your through put and you will be in a vorse 
Position: 

THO CHEITRIA Ws The more we raise it 
the more you will lose until finally you have nothing. 
ft is something to be considered. 

gine EQbals And we ¢;et around in a 
cirele every time back to where we were before. 

THs GHATATIAN: The minute you offer 4 
SOreAteol»toreign od) to this,market, as »,ayjor.Lipsett 
says, if you were in business you would never lose your 
market through oil from the United Stetes of America 


until you got down to thc last cent of cost plus some 


profit. 
een NOLAN: AS a private enterprise. 
TH: CHAIRMAN: As a private enterprise. 


All right. You come along to the Commission and you say 

“’ell if you sre going to regulate me you miust give me a 

faire rate! 

Im. MOLAN: That is one of the advan- 
tages thet appesrs when you come uncer a regulatory body. 
You are entitled to go to thet body and cay to them 


"This is unprofiteble to me at the rate you have afforded 
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H.G.Nolen. 
me and I want a higher rate," 
THS CHAIRMAN: If it be quite true 
an advantage and you could come to them settee antic- 
ipating that, must that not too like the hazards be 
reflected in tne rate? 
MR. NOLAN: Ves. 
THS CHSIRMAN: If you are going to be 
Sure you can come to that body and get more when it is 
needed, you have not a great need for a very high one 
te stert with. 
Mi. NOLAN: lixcept I have to have 
this operetion, so far as our capital investment is 
concerned, amortized over a reasonable period of time, 
with my money back quickly so that I am not placed in 
a disadvantageous position by the sudden curtailment 
of markst before I have had a chance to get my money 
back. It is the contingency of these thin; s happening 
that lends weight to the argument that the rates should 
be high and the amortization should be speedy so that 
I am not going to be put in the position before the 
Board of the difficulty which might arise by reason 
of the failure of our local market by reason of foreign 
interference. 
MR. GOMMISSTONSR LIPS&TrT: would it not be fair 
under all the circumstances, Mr. Nolan, to put it right 
up to the Imperial Oil Company that if a reasonable rate 
is fixed, apart from whatever rate is fixed, that 
the Imperial Oil Company which has a large interest in 
Turner Valley and in this pipe line and in the refinery 
at Calgary, that they should make some effort to keep 


up this through put by taking this oil down to sarnia 
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H.G.Nolan. 
and other places; that they should. net turn around 
and impose the whole duty of giving them their money 
back over again - which they already have had - plus 
these various rates of return and that they will stand 
back and say "No, unless you can do better than that for 
us we will run down the through put." 
MR. NOLAN: Then my position is 
correctly taken, we are not giving the Imperial any 
rate of return, we are giving it to the Royalite. 
MR. COMfISSION#IR LIPSET?; Then on that basis 
must not you give the Imperial Oil the lowest pipe 
line rate over the cost that will allow them to put 
their oil down into Sarnia. | 
THE CHIRAL: If you are geing to dis- 
associate yourself from them, if you take that position,.... 
Me .NOLAN: As a pipe line company, 
@ seperate entity, under a regulatory body, I think [I 
am entitled to go to the Board and say "My rate is not 
high enough beceuse my through put is less." I do not 
think the Board will say to me "Go and see the Imperial 
Oil and see what they will do for you." 
MR. COMMISSIONSR LIPSETT: Might they not say exactly 
what the railways say, although they are under a regulatory 
Board, what they have said over in inglend, "Je cannot 
get the traffic at all if we have this high rate, therefore 
we must take the lowest rate that will give us our cost 
and anything over that is just so much in contribution 
to our overhead." 
MR. NOLAN: That is not the basis 
upon which public utilities operate. 


MR. COMMISSIONSR LIPSETT: It may not be he cause this 
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H.G.Nolan. 
competition element does not enter into it at all. 
There cannot be that element of competition in Calgary 
for instance. , 
THs CHAIRMAN Your public utility is 


usually associated with a monopoly. That is why, Mr. 


1 


Nolan. 
IR. NOL&N: Theat is Gruse. 
THE CHATRIsAN: You have to pay for that 


monopoly in one way or another. 

Tike NOLAT: I agree. 

THE CHAIRMAN: You cannot have it, as 
you put it, both. ways. 

iik. NOLAN: No, but after all, 
Whether I am to remain @ monopoly or not, is something 
which the regulatory body has nothing to say about. 

MR. COMMISSIONGR LIPSETT: Zs that correct, because 
you say "Do not put us in that position, give us all the 
capital we need out of the rate so that we cen keep 
everybody out in the future." 

Lik. NOLAN: Of course we cannot do 
that because the Legislature, through its Pipe Tine Act, 
may grant a permit to anybody to operate a pipe line. 

I cannot stop that, and neither could the Utility body. 
Mii. GOMMIISSIONW:: LiPool?: It would then have to 
go and out of their own pockets put in the gathering 
Line to these nev wells whereas we provide out of this 
new rate, ex hypothesi, the capital for you. 

THE CHAIRMAN: You invite us to. 

Me. NOLAN: I think it resolves 
itself into this, we are not asking for protection against 


Gompetition. ‘/e are saying that competition is one of 
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those things which should be taken into consideration 
when the rate of return and the transportation rate is 
fixed. 

MW. COMMISSIONS LIPSET?: Surely we would be pro- 
tecting you against competition if we included in the 
rate all the capital that you need in the future on the 

basis that that won't give you any additonal through 
Put OF any additional profit. Just a proposition. 

ifte NOLAN: i) 4m atrasa (bdo (noe 
follow that, if I what? 

Mie COM*1S0LON ie LIPSET?: You ask us without any 
Suggestion that the rate would be reduced in consequence, 
or that you will make any extra profit, to provide you 
with this %1,000,000.00 during the next ten years, out 
of the consumers’ pockets for future capital outlay, 

MWe. NOLAN: Yes. 

MRe COM TG" 10ON sh LIPSSTT: You are asking us to do 
that on the basis that you get no additional profits out 


of the line. 


THH CHL IRMAN: Not on that theory. 
ER. COMMIS IOVER LIPSETT: Cn that theory. How 


could anybody compete if we were to provide the capital 


for you on that basis. 


Like NOLAN: I do not know whether 
anybody else could compete or not. The point is if you 


are going to take me OVEL..--e-e 


MR. COMfISSIONLR LIPSsTy: Wwe are not taking you 
over. 
lf. NOLAN: If I am going to find 


myself under a regulatory body there is no doubt I am to 


get my investment back to me as guickly as possible. 
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MR. COM :ISSIONsR LIPSStT?r: Plus all equity at the 


end of time. You get your money back over whatever period 
is fixed, and then you have a complete investment with 


art ’¢S,adqaitions at the end of that time. 


THe CHAIRMAM: For whatever life may be 
Mert, 
fis, NOGA: ; Nes, that isie@id pigs. 


and that is another of the advantages of becoming a 
puUbIAC Utility. 

MR. COM 1SSIOvaR LIPSETT: It certainly cannot be 
said there is any suggestion of anything confiscatory 
about it. 

Mite NOLA IT: Other than tac: proriged 
am permitted to make during the period might be very 
different from the profit I can make as a private enters 
prise. 

Tris CH& iki Alls Lom inelined. £0 hank 
it has features that are confiscatory. Yes, I suppose 
the word “vesulatory" is more apt. They are akin. 

tm. WOLAN Ss You lose control. 

THE GHAIRMAN: You lose the freedom 

of action which you previously enjoyed. There is no 
doubt of that. 

Mi. COMMISSIOMVs LipsiT’: Subject to that risk 

4n the pipe line? 

PE els Ba uke Le It is one of these 
things thet is happening all the time when anything becomes 
a utility. 


up. NOLAN: At the moment I am allowed 


to charge the British American 15 cents by contradt between 
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H.G.Nolan. 
THE CHAIRMAN: And they seem to like it. 
Mi. NOLSN: If the Board should say 


to me the British Americ@én must pay 17 cents, they won't 
like it, but I have that advantage then of making them 
pay. 

Mi COMMISSION sk LIPGiTr: You sec you still have 
that distinct advantage from the profit by getting a 
licence to go in on anybody's land and put your pipe 
line there whether they want it or not. 

MR. NOLAN: You mecn I did in the 
Deofannine, . But thet is past. 

Mas VOU ISolONon LIPssT?Ts Always subject to this 
risk that you are under nov of some tribunal or some 
body fixing what is fair under all the circumstances. 
Im. NOL: But of course I am 

not casting my eyes back as to what has happened. 

I say I have got something out there today and you want 
to Fogulate it. Now these are the principles on which 
these regulations must be laid down. I am appreciating 
what you are saying to me, that if the rate is such as 
to take into - I mean the rate of return and the period 
of amortization is such as to take into consideration 
the uncertainties and hazards pertaining to this operation, 
then to the extent at least I am being remunerated for 
the existence of those uncertainties and hazards that 
seems right, but what I am trying to do noW...... 

THE CHAIRIIAN: And too, perheps, if you 
are to be uhder a regulatory body, they are to protect 
you against yourself and not allow you to lose all your 
market to competitors from foreign countries by virtue 


of having so high a transportation rate that you cannot 
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hold the market, and that you will have nothing to trans- 
port. It would protect you completely if you were a 
private institution. 

lm. NOLAN: Of course, sovfar es their. os 
TH: GHAIRMAN: Perhaps it must have that 

in mind too, if it takes very seriously all that has been 

seid about the Illinois and the ilast Texas and the lontana. 


What do you think of that? 


MWR. NOLAN: You mean that that threat 
of the foreign market...... 
THE CHAIR: How must it reect upon our 


minds. Is it to react the way you at one time seemed te 
think it should? And that the rate should go upfr Or 

is this body to say “ell any regulatory body cénnot lose 
all the business acumen in performing its function of 
regulating"- assuming there will be some body regulating - 
"it won't lose all its sense and it won't give you a rate 
that will see you never do business again." That is 
something I throw out to you for thought. 

MR. NOLAN: You put it to me one way 
and I appreciate what you are saying. But let e put it 
from my own selfish point of view, and that would be this, 
that the Commission in fixing the rate should not use my 
pipe line opevation for the purposes of regulating foreign 


competition. 


THis CHSIRMAN: That might be, 
Mite NOLAN: Yese 
TH: CHAIRMAE: No. Only 2nsorar as. it 


would reflect on the returns to your pipe line and the 


returns to your pipe line are only from the users of your 


pipe line. If theze are to be no users because your pipe 
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line rate is so high then your pipe line is in the discard. 
Now the regulatory body would try and see that did not 
happen, I would think, at least it so strikes me at the 
noment. 

vires NOLAR: j But my pipe line should 
mou De Used, in my submission; if it is a public utility 
to Gontrol ths price of crude oil. 

THE CHAIRMAN: To control the price of 
Bree Outs. NOs. . Should it not be carried on in such 

a fashion as to keep its business. I say that the pipe 
line c@nnot continue to exist unless it can carry goods 

at a price. that people can afford to have them carried 

at. And they Can Only ‘attord to.do.so if they. can 

carry this oll, purchased at a certaih price, which will 
compete with other countries for this ‘.estern market. 
[Yi cannot Go that it cannot stay in ee 1.6 

need not worry about regulating it. 48 a thing apart 

it cannot continue to exist. And as for amortiging 

and getting your money back and everything, wny should 

you get anything for something that has become valueless 
through functional depreciation. 

MR. NOLAN: Functional depreciation 

has nothing to do with these physical assets out there, 

in my submission, because they are all still adapted to 
the use inherent in the asset. ‘hen you read this twhitten 
Book, As you will, you will find it is all predicated upen - 
the chapters are headed "Intrinsic Depreciation". 

12 CHAIR MN: You have what should be a 
higher authority to us. You have the opinion of the 
Judicial Committee. It seems a strange one at the moment, 


with all respect, but provably there is something in the 
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facts we do not know about. But, Mr. Nolan, if there is 
going to be nothing go through this pipe line because the 

ma jor companies can buy oil so cheaply in foreign countries, 
and will do so, and that threat is a reality and is upon 

us, then your pipe line is not worth anything. 

Im. NOLAN: - whet wey not leave: it to 

me and let me take the risks and this hazard myself, and 

not attempt to put me under the Board of Public Utility 
Commissioners. 

THE CHAIRUAN: I think that is the soundest 
argument that can be made. Leave me alone. It is no good 
but we perhaps can do something with it. It is perhaps with 
tha t thought that the Commission was set up, that you will 
do something with it, and you should do somthing with it 
and that this threat of foreign oil is more imaginary 


than reals At any rate we are here. Perhaps we should 


not be. 
Mae NOLAN: No, but we are. 
THE CHAIRMAN: We are, and being here, 


what are we going to say in answer to the suggestion that 
Mel] sus market is going to so dwindle there is practically 
nothing left." Are we going to say all right to the extent 
that the Imperial Oil dwindles it down until there is 
nothing we will keep giving you a higher rate and will 

we shut our eyes and stultify ourselves and say "There is 
no connection between the pipe line and the Imperial®- 

as to the extent you know it is so - and disassociate 

our INinds from it for the purpose of pipe line rate fixing 
and sey "All right, we do not know anything about the 
Imperial except it is another Company that is going to take 


{ts ofl from Some other place,” and so we will keep increasing 
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your rate. Why, your rate would get mountain high. 
Re NOLAN: That is what happens in 
public utilities. I could not do it as a private enter- 
prise. 
THE CHSIRMAN: If that is carried through 
ultimately, I cannot understand why for a second you 
resist being a public utility. 
MR. COMMISSIONGR LIPSaTtT: You take the street cars in 
Calgary, ir. Nolan. If they are running at a loss under 
the present rate, would it be correct to double yéur rate 
and cut the traffic in two, even if you knew it was going 
to do that and double the loss perhaps? You would arrive 
at a Stage where the street cars would be running with 
no one in them. 
THs CH TRMAN: 4 fortiori. they would cease 
to run. It is very troublesome, the whole thing, the more 
one thinks about it. 
MR. COl ISSICN IR LIPSET?: There is another view fI 
would like to put to you, on the assumption that the pipe 
line is excellently leid, and excellently run and court- 
eously run, no reflection of any sort on it. Is it not 
run under special privilege given which puts it under 
some obligation, some duty to the producers in Turner 
Valley and the people of Alberta. In other words, you 
have been putting the case to us as if rather, well, 
the interest should be in the pipe line and as if the 
pipe line was put up end .* lized as it is sclely 
for their benefit, and not for the public benefit, or 
for any public duty. Yould not the correct view be 
to think there are two people interested in this, two 


definite interests in it that wc should botn consider, 


‘gmhe te, A ‘sea ne 


ey 
es \erw? 


rs ota Ps ss orolie. * oat ban ee , 


-5830- 


one the pipe line, and second, the producers in the Valley, 


of which the Royalite is one. 


‘Mm. NOLAN: Perhaps that is so.: I have 


asked you always to consider the pipe line operation as 
a matter of private property. You are s@ying to me now, 
anh mei ae 

MR. COMMISSIONLR LIPSSTt: Private property with 


some public features attached to it. 


MR. NOLAN: Not at the toment. 

MR. COMMISSIONs. LIPSETT: Sume public duty attached 
to it. 

Il. NOLAN: Not at the moment. 

THE CHATRMVAN: Impressed with the public 


interest, is the way it is spoken of two centuries ago 
by a very distinguished Judge, you will remember. Privately 
owned, but impressed with public interest. 

MR «MOLAN : . Our cases séy that when 
these operations are carried on there is no relationship 
of trustee or in sesqui trust or @ partnership of the 
public with us in.the pipe lines. 

Mee COMIIGSIGNGR LivssTtT: Is there not some 
substantial difference between a thing like that and 
where the natural resource of this Province is being 
developed particularly with your capital, but made useful 
for your capitel by reason of it being there end the 
property of the Province or the people in the Province. 
MR. NOLAN: Conversely, what is the 
good of the natural resource unless we can get it to the 
market by the expenditure of my own private funds. [I 
may think possibly that the producer is indebted to me 


for that. 
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Fie Gy eNolan. 
MR. COMMISSIONGR LIPSHT?: Then we have got to 


consider two interests. You are putting your argument 

on the basis we must protect the pipe line no matter 
about the Turner Valley or the publie or anyone else, 

and give you your money back and your full interest 

even though we stop the development of Turner Valley. 

Is not that reeily putting your a@se too high? 

If. NOLSN: No sir, because I am 
putting it on the ground of the protection that must 

be afforded-me if I, become a public utility. 

MR. COMISSIONSR LIPSETT: iven although we were 
Satisfied the results of that would be to prevent any 

Oil going through the pipe line or any development 

of the resources of Turner Valley.'Would your argument 

go as far as that? 

Um. NOLAN: I cannot be hobbled as 

my friend says, under the Board of Public Utilities 

by this outside consideration, because there are certain 
basic ‘rinciples must apply to me if I am to be a public 
utility. Otherwise leave me as I am. 

THE CNSAIRMAN: I wonder if that is right. 
It is over two centures since, I think it was Chief Justice 
Hale leid this down in connection with the ferries, that 
they had to carry on their business with dus regard to the 
public interest, although they had put up every dollar in 
the ferries. The public had not given them anything and 
the country had not given them anything. They got no 

land or anything else that they did not buy. They had 

the use of the river that the Lord had put there but 


that is all. None the less, it was then laid down, and 
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I think out of that grows all this public utility idea, 
that that property privately owned was impressed with 

the public interest and it was right it should be so, 

and it was indicated tkat the rate they should charge 

was regulated. 

MR. NOLAN: You meen then, the same 
thing as I have said so often, it is being devoted to 

the public use. } 

THA CHATRVAN: * Yes. But there it was not 
even, as my associate Major Lipsett has said, where you 
got something from the country. There they got nothing. 
They put up every dollar. Yet they said it is in the 
public. interest and we are going to see that you are 

not going to go wild about your profits. That is over 

two centuries ago. That whole idea has permeated and 

is really what underlies the growth of the public utility 
statutes. 

Mik. NOLAN: Yes, but at the same time 
they said: as they still say, that the public must pay 

for what they are getting, a reasonable and an equitable 
rate. 

THE CHAIRMAN: - But no suggestion then, 

as I recall it, Mr. Nolan, and I speak subject to correction, 
but es I recall no suggestion that you should be getting 
your money back quickly and all the rest. They were just 
seeing to it thet the King's subjects were not overcharged 
for service. ‘what profit they made all to the good, but 
they did not charge the country with the responsibility 

of getting them back their ferry money in their hands, 


their capital investment.» 


MR. NOLAN:. But that has been the 
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development of public utility law sines then, and that is 
what the Boards and Commissions are confronted with now, 
the necessity of giving them back their money. 

Tits CHAIREANS Yes; Withiiisw. a 

MRe NOLAN: & reasonable time. \iithin 


a reasonable time. ‘/hat we are concerned with here, after 


all, is what is that reasonable time. 


THE CHAIRMAN: Having regard to the risk? 
Like NOLAN? Having regard to the risk. 
THS CHAIRMAN: | And one risk suggested to 


us was foreign competition. I am saying what should we 
say about that right away. 

Mm. NOLAN: It is fair to we 10) say 
that as Counsel for the Royalite Oil “Company that foreign 
competition was not called as evidence in the pipe line 
case at the instance of the Royalite Oil Company. 

THE CHAIRMAN: | L care not who called it. 
The Commission suggested that these people be called. 

IR. NOLAN: 4 I say it came it because 
it Wes to give some informat ion to the Commission on 

the price of erude, for the benefit of the aeccountént to - 


the Commission. 


(Go to Page 5834. )« 


iO : 
3 at 
- oA 7 a a 
’ 
: : ’ : ; Far, 
> => ‘ >a y 7 
| A ) aa 1 a 
\ _ : fF he Saal 
Pais tee! ads annte bere able 
we ATT MPS eee as 
rf + . : a : 
A ite a 7 
.,. Veto eee ea ut on; te: 
: a : ee ee 
: ee Baas, « “a Sa re meri - 
ti i? ar ve 2% - ee 
Me > Pan 4 wid ¥ ri ; 
pe UUPe . vm ee et a Sa “% 
ee . 
7 a et ete ' s(ei- ss 3 TOs * ees 
Pee SS BSE SOnee a eres enes 
ns j ian ty r 7 + & 
. = a) , 
SA een 6 GOREN 7 at 
2 { we Py oa 8 saris | oes bs Ps eS 
e > aa sean Me ft ; 
y bis ' 7 
oy d .: : regs) ’ t 
i ee ee mt ae aa em! ? i » 
a i 
: ‘ 
, ee § 
* WwW 
eee 
i ie 
Re teen ewe R ine A este 
cams ee 


ba y c ioe ec ay) Pree 


Y ve + 3 a3 Sey by EE ie alle iy 
ee a ee | aa ae aj agai ants aa% f 


; Ny # Me pot , 
; # ae ane coy Evite IN whe 
: Ft 2 Et US ie be anil) We led coal hee, + rome Pe % ’ ae 
‘ Ae ai: ea FAR ENS DS Re 8 S88 
; ‘= / ' Seri eit ars ane 
i ety fink a eh Eee, FES <a! Pears 
: OE are wi ie Med oth de) CORTE ea ine ae a” "Ya tes 4¢ 
é a eh ee . ake . tal eg 7% wot | . 
’ . f Ss rt 
a a 
% : , 
‘ go an. Ae ee a 
* ot 4 ~ , 
¥ s 
‘ wen ; : 
J + 
: , Be = re Lone Pan * sa 
~ ‘ 4 . ey ed Sy re 8 ¢ 
Ty aptly ted 7 
. Ld f ‘ rs ‘ 
P A Te Lax ¢ 
*. 
; 
: cyt 
Pi fod 
‘ : reel es 
4 
y 
: 
{ 
. se 
eos ete commie i r 
Po 
2, ah 
i = * ha 
» 


H.G-eNolan 


C2 
i. 


= DEOd: + 


MR. FRAWLEY: All right, but finally, Mr. Nolan, 


' the Chairman wanted that evidence about the loss of through= 


put. 

THE CHALRAN: Yes. 

MR. NOLAN: You mean you wanted it yourself? 
THE CHATRMAN: I wanted to know Set the fact was. 
MR. NOLAN: That is right too. 

TH CHAIR AN : And you will remember I put it to 


you, were you going to argue that it would affect your rate 
and you said you would very seriously so argue. 


MRe NOLAN: Yess 


THE CHATRMAN: S50 we have been thinking avout its 


effect and I am now puttin: it to you. 
MR. NOLAN: Yes, and I still am in the pos- 


ition that L propose to argue that these hazards must be 


reflected first in the period over which this operation is 


amortized and secondly xtflected in the rate of return 
given to me on my investment. 

THE CHAIRMAN: Now are we not assisting you to 
minimize your hazards, that is done by reducing your rate 
so that you will not lose that which you are apprehensive 
of losing. 

time NOLAN: Yes, and by giving me a shart 
period of amortization so that I will get my money back 
with certainty and safety within a reasonable length of 
time. 

THE CHAIRMAN: But you see, mr- Nolan, the shorter 
the period the higher the rate, the higher the rate, less 
business, you eiia ned get it at all if we gave it high 
enough, you could not get your money back, it would only 


be a gesture because you would have no oil going through, 
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the whole market would be taken up by people from the 
United States on that theory; there would be no oil. 
MR. NOLAN: Well I an not sSuggesting--= 
TH CHATRuAN: We would put you in the pos- 
ition of not getting a sent back. 
MRe NOLAN: [I am not suggesting that this 
Commission is going to fix a period of two or three or 
four years to amortize this operation, because I do not 
think it is, and I do not think it would be justified in 
doing that on the evidence but if we take a period of ten 
years, which is the period we suggest, then we are going 
to get our money back, we are going to get it back over the 
period of ten years at a rate of return on our investment 
commensurate with the risk involved--- 
THE CHA IRAN: But in fixing that rate, if it is 
such that it will not meet the competition of foreign oil, 
because you say you have no business, we are told in the 
plainest language by the Imperial Oil Company that they 
will buy in the cheapest market, and I for one offer no 
Grditicism, all right you must get the rate down where they 
will buy it and put it through the pipe line, now that the 
pipe line is a thing apart. 
liRe NOLAN: Yes. 
THE CHALR..AN: You see as a pipe line you have 
no control over the producers in Turner Valley, you have 
to Aa "what do I do for myself, how far cam I go down to 


hold my business, not how high can, I go so as to lose 


more business". 


nike NOLAN : But if 1 am giver a rate at re- 


turn commensurate with the risksthat are there and that 
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are involved, and a reasQnable period of anor tization, 
these things are not going to happen bccause the Commis~ 
Sion will have fixed a vate, fixed a period and a rate of 
return which will protect my operations for that period 
of time. 
TH CHA IRAN: No, but you have no protection, 
that is the point, nobody is going to take your oil. The 
Imperial says "we will not take it, we will not take oil 
through this pipe line if we can buy it from , espec~ 
tally from Illinois or from East Texas or from Montana", 
now they told us hig quite frankly. wr. lhicGrath didn't 
beat around the bush, he was admirably frank in saying it 
would not be economically sound to do otherwise, that is 
his position speaking as one who had to do with Imperial 
and that has been confirmed ty, in a measure by the tele 
gram which we accepted from tire LeSueur, an officer high 
with the Imperial, and so what is the upshot of all this? 
If we accept thet as a fact, that this Valley has already 
lost so much and if it does not get a lower rate it is 
going to lose some more, can we shut our eyes to the facts 
that the Imperial and this Company are connected, and that 
the more Imperial takes away from you, the higher the rate 
is going to be because you are an utility and so Imperial 
gets the benefit first in the very high pive line rate and 
secondly in the cheaper oil. 
Like NOLAN: Well of course I would not admit 
that the Imperial gets the benefit in the higher pipe line 


ratee 
THE CHATHIAN: 4&8 a shareholder you have to admit 


that. 
MR. NOLAN: Yes, but not qua pipe line. 
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, Hi CHALRMAN: Qua pipe line. 
Mie NOLAN: But as a shareholder. 
THE CHAIRMAN: Peel: shareholder, mind you, it gets 


that benefit. 
hike NOLAN: | Yese 
THE CHATHMAN: If: the Imperial can maintain ita 
position that it is going to buy on the cheapest market un= 
less you can get a lower pipe line rate, you are going to 
lose some of the Western market, are you? 
Like NOLAN: According to iir. McGrath, at 80 
or 90¢ Montana crude, the elimination altogether of the 
pipe line rate, it would not enable this oil to compete, 
that is the evidence which he gave us on that point, that 
at a dollar crude it would make a difference. ZI have not 
the figures in my mind at the moment. 
MAJOR LIPSUTT: I think it was $1.05 the rate 
which was finally put before us. 
‘MRe FRAWLEY: $1.10 was the only posted rate 
we could find. | 
THE CHA This W: You see wr, weGrath did not have 
any conception that anybody,- to continue that throughout, 
anybody would lose except the producer, I am suggestire 
that it might be the logical thing for the pipe line com- 
pany, when you invite us to think of it as a thing apart.e 


MiRe NOLAN: Yese 
THE CHAIRMAN: That it should be invited to 


stand on its own feet. 

MRe NOLAN: Yes andl say--~ 

{HE CHA TRA N: And lose some of its profits per 
annum in order to keep its business and I do not know that 


we should think of it on its own feet, I mean, I mean, 
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thinking out loud and putting things to you as they scone 
to me, perhaps it is well to argue that, but I am quite 
sure at the moment that you cannot kave it both ways. 
MRe NOLAN: You mean I cannot have-—--= 
THE C HA IRAN; | A&A higher rate because you are 
going to lose, competition is taking away your business, 
because on that basis every cent we give you of a higher 
rate, wc give you a greater loss of business. If you say 
you are disassociated and we should say, or consider you 
for the purposes of this recommendation, disassociated. 
from the Imperial Oil, every cent we give you, you lose 
money, you lose business, until ultimately you have no 
business, if we give you a high enough rate, because Im~ 
perial Oil is going to buy elsewhere, if we forget the 
relat ionship—~- 
Mr» NOLAN: But my point is that this, the 
price of the Turner Valley crude at the well head is the 
price which is fixed for us here by the competition which 
exists elsewhere and that that will vary from time to time 
according as competition will vary and secondly the price 
of Turner Valley crude must fluctuate at market rewire- 
ments in order to find its own market but L say that as a 
‘public utility, operating the pipe line operations, 1 am 
not to be used as an instrument either to force down or 
to force up the price of Turner Valley crude because that 


ig not a proper function of the utility. 


THE CHAIRiA N: Your rate surely myst in some - 


measure turn upon your throughput. 


MR~« NOLAN: True 


THE CHA IRiiAs Ni: And your throughput depends on 


what precisely goes through and we cannot lose sight of 
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these factors that put oil through, or prevent it from 
going throughs We have to think of throughput, diwate 
sores 

iiRe NOLAN: Put it the Other way, my friend 
argues that the throughput will be greater in 1929 be- 
cause of the estimates which ha ve been broxght in. 

THE CHATR: A N: That is his argument, yes, if you 
accept that, we know where you stand, I mean if you accept 
his argument, if you adopt his argument. 

MR. NOLAN: I say about that, he may be right 
and he may not be right, and that is one of the uncertain- 
ties which attaches to this pipe line operation and that 
must be taken into consideration or should be, by the Com= 
mission in fixing the rate of return for me on my invest- 
ment, the fact that he may be wrong about that. Surely I 
am entitled to the higher rate because of the speculative 
nature of this business and the possibility of the through 
put not being as big» 

THE CHA TR AN: If he is wrong. Of course this 
pipe line throughput will remain at least as great as it 
48 and the estimates of the Imperial and the B. A. show 
that it will, that is his position. 


MR. NOLAN: Yese 


THE Cilia TRAN: ' If you adopt that, all right, you 


are “s one in the submission. 

Re NOLAN: Yese 

THE CHAIR.AN: If you do not, you get on the 
other horn of the dilemma, that the throughput is going 
all to pieces because this oil cannot compete. 

NOLAN: But I will be given a rate pred- 


jcated upon what this Commission is of the opinion will be 


or 


- 
Se 


ate) 
yy if 
aly see wa 


a 
i] 


“5 a: eae es . 
on = ee ; : = 
23 a coer aad eran, Pale Pat 
‘ i “ us sag SF, 
ey oh F r e Se: *e ms Ba ~ 
, rere < 
; = ret are ; 
va . En be 
~ =~ . . . Seg Sa = 
: mat ier, . str ~ 
; ve = ne oe nr 
se a = 
gel we; =, ~ e si ' +4 ~- are 
ty *;) n “eG i 
' a i aa Aq? 
*. E = =a Pi 
5; = Bi stmt = 
te ‘ ee cong —— -- sod i 
: - ° Ere 
~~ Pid <4 . 
6 
“+ 
i : e 74 ae set 2 
ee _ - i "ae rs 
“a. ants re, -? 
: en ce on = 
. “ . Z aboot ees 
<a tee Pa eed a s 
sod 7 or =} ’ é 
= . —x oe 
ey = a9 ie . 
- > , * 7 
. oe pops 
ee “2 is = 
: ~ 
& “4 oan aaa - 
= es GS ae ’ b ca : 

Sot - + ae : 

-* we - ee 5 3 os oA 

rine : ~ : . a 

to - 2 ast; 

7 POS a - rat t > 
aL =e ai e 2 5 ape: . Ss 
ee <y =e 7 : € 

Zuwee = id : ; 

. ie. > = ar 2 e 

7 . . 

a ° > P ° > : 

<6 $8 - se 

a A = ie 

Tig Pes 2 * 

-4 - 2 

Pon) rae Le : 

‘ i ; 3 a 

Ne oe ea zB zp. 

i] Nee 7 

Caer © ee = ; s 

° = > a BSS 
dee z . 
3 Fe. Sede ~ : se 
r ne 
mee “ _ 
hd ae ae - 
. a or) Cd ’ 
=, ae: ceo \ ' 
3 H * 


-—~ 


a 
ot 
rn 
Je 
ee 
«hid 
: bc 
' 2 
- ay 


HeGeNolan 


C2 
7 


~ 5840 - 


the throughput this year . 
THE CHAIRMAN; And what I am wonder ing about and 
it is giving me areat concern and that is why I am putting 
it to you, what I am womering about very much is how 
function and duty, presuming now for the moment we are in 
the position of a regulating body--- 
MRe NOLAN: Yes. 
THE CHAT. AN: whether or not any regulating 
body is functioning properly, and I would like help about 
it, is going to shut its eyes to the potential earning pow- 
er of that which it is regula ting. 
bike NOLAN: Ko it. is not. 
THi CHALIRuAN: Is it going to give a rate and say 
"We do not care about the public, we do not care about any- 
body, we are going to give you your money back, that is our 
first consideration", or is it, are we going to say "Je are 
going to see that you stay in business like any other bus- 
iness organization and if you have to reduce your rate, do 
it, we will see that you do". There must have been many 
discussions of this taken with respect to the railways and 
the freight rate.- How far they have gone to meet compet- 
ition, how far that has governed the railway board in de- 
termining what the rate in a particular commodity would be. 
Now I have not searched it out as yet but I would suppose 
it has been the subject of discussion. 
MRe NOLAN: | But the Commission is going to say 
to me "You will have a throughput of so many barrels per 
year and that will provide for you a certain revenue". 
WAJOk LIPSET?T: Je can only say that, Mr. Nolan, 


if we know that the Imperial Oil Company is going to sup- 
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port this pipe line and not going to try and wreck it. 
iiR. NOLAN: Vell they have always been the 
best customer, it is the Only pipe line there. 
THE CHAIRMAN: But they now say "We are not 
g0ing to be the best customer, or a customer at Oa Ts ae 
we cam buy more cheaply elsewhere". 
MR. NOLAN: And they say "we are Pitas into 
that position by the economic factors governing it. 
TH CHALAMAN: They say "It is economically 
sound to buy in the cheapest market and that is what we 
are’ going to ado". 
MRe NOLAN : Yes. 
THS CHAIRuAN: liowWik sey “all. right 1 ono ae 
they are prepared to ignore their position as a stock- 
holder in the pipe line company---~ 
iike NOLAN: YeSso 
TH CHALRMAN: And that is economically sound 
for them to do, all right, but treating them as strangers, 
then you have to meet their price, that is all, between 
you and the prodcer, if you want to hold the market and 
if you do not want to hold the market then you are just 
simply saying "We want to wreck this company, get our 
money back from the public in a year or so and so call it 
a day", and I do not suppose there is any such suggestion. 
LiRe NOLAN: No, but my answer to you would be 
that the producer had to meet that price and it is not the 
function of the utility board to use my pipe line as a 
lever or a weapon to get that price where it can compete 
because I am entitled, on the basis of the cost, to the 


roturns ang to the rates which were discussed here today. 
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MAJOR LIPSETT: But is that sound, Mr. Nolang, 
for this reason, that the railway is a Public Utility 
Or a common carrier and the Imperial Oil in the last 

two or three years have gone to the regula tiing body and 
have said "This cannot pass and we will be met by pipe 
line competition if you do not reduce the rate to en- 

ab le Turner Valley crude to go further East". 

MRe NOLAN: Yeso 

MAJOR LIPSETT: Now is not your pipe line in 
exactly the same position, that i and the railways must 
unite to get aslow a rate @s possible to meet this demand 
from Imperjal Oil, to get the oil further Hast. 

MR. NOLAN: Well why not a railway, rather 
than a pipe line, they are not under any Provincial 
authority or regulating body. 

MAJOR LIPSHTT: I say the three of them, :/hy 
should not the pipe line contribute towards it, You say 
it should nut contribute at all. "Let the producer bear 
all the loss and let the railway bear all the loss but 
leave the pipe line alone", is that not the effect of 
your argument. 

MR. NOLAN: I say if we want to keep out 


the foreign crude that is coming into our market, the 


way to do it is--- 


MAJOR LIPSETT: If you want to keep the 4mperial 
a Gustomer is the proper basis. 

TH CHAIRILAM : Not lose your best customer. 

MR. NOLAN: All right, and the best way to 


keep them as the best customer is to keep the foreign crude 
out, because the only possibility of losing them as a cus- 


tomer arises out of the danger of foreign competition. 
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THE CHA IRAN: Yes. 
MR. NOLAN: Then I say the way to keep out 


the foreign crude is to put a tariff on it. 


THE CHATRi:A N: Yes» 

MiRe NOLAN: And this Commission after all--- 
THE CHAIRMAN: Cannot put a tarirr on. 

MR. NOLAN: Cannot put a tariff.on but it can 


recommend and report on it. 

MAJOR LIPSiTT: Would we not equally put an obli+ — 
gation on the pipe line tobonus crude for the benefit of 
furner Valley and to your benefit also by cutting the rate. 
MRe FRAWLEY: . Putting a tariff on crude all over 
Canada would be interesting for you. 

MRe NOLAN: well if the Government of the day,. 
either by reason of its policy or because, or for any other 
reason, does not want to put a tariff on Illinois crude, I 
do not quite see why that tariff should be put on the pipe 
line operation of my company here. 

THE CHAIRMAN :. Not a bit. Simply, taking a leaf 
out of Mr. McGrath's book, you do, I suggest to you that 
you would do that which is economically sound as a separate 
pipe line entity you would lower,andad not increase your 

rate when you were losing business because ,it already being 
too high to hold your market. 

MAJOR LIPSETT: Take the case, Mr..Nolan, of the 


Canadian National Railways, which we have already had men- 


tioned. 
Like DOLAN: Yese 
MAJOR LIPSETT: That is a common carrier anda 


public utility. There can be no question about that. We 
know that in order to give them less than what you are 


claiming for the pipe line, there would have to be an ad-= 
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ditional $50,000,000 a year, approximately that, that they 
would have to get provided by the Dominion Government , 
giveh to then out of the freight rate. Now would they be 
entitled tc go the Railway Commission and say "You must 
increase freight rates by $50,000,000 a year to put us in 
that position", Oy thot everybody in Canada I suppose 
knows that the effect of that would be that the Canadian 
National Railways would cease to operate. 

MRe NOLAN: Would the Canadian Transport, 

the Transport Commissioner, increase the freight rate to 

a point that would give them a return on this increased ex- 
penditure of »50,000,000? 

MAJOR LIPSET?: No, the expenditure on bonds and 

so on, to give them a return on the money, which is what 

you were asking. Now your argunent would go to the ex- 
tent of saying, as I see it, that the Canadian National Rail- 
way should go to the Railway Commissioners and say "You nust 
give us these increased rates although the effect of it may 
be that it would close down the Canadian National Railways", 
on the basis of your argument the Railway Commissioners 
would have no answer to that as I see it. 

hike NOLAN: I fail to follow the similarity be- 
tween that and the Honiton of a pipe line serving this 
Purner Valley field and regulated under Provincial authority. 
eee LIPSiTT : There is no difference as I can see 
it and also under the American cases as you have given them 
tO UB. 


MR. NOLAW: Well you mean the Canadian National 


Railway is going in debt 50,000,000 a year. 
WAJOR LEPSETT: IT mean under your argument the 
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Canadian National Railways would go to the Railway Commission 
and say "You have to give us this amount. We require our 
present incame increased by {50,000,000 and you must add 

that = to the present rate structure”. 

MR. NOLAN: I would say if the principles of: 
Public Utilities are applicable that is what would inev~ 
itably happen. 

MAJOR LIPSETT: Although everyone Knows that that 
would mean that the railway would cease to operate because 
it would get no traffic because of competition from trucks 
and other railways, | 
MR. NOLAN:. Of course it has always been as~ 
sumed in this discussion with me that because we lower the 
pipe line rate we are going to increase the market, does 

that follow, it may not. 

THE CHAIRMAN: It may not, bt one thing is sure, 
it will prevent you from losing more, J mean perhaps not 
necessarily, but it will tend, an increase of the pipe line 
rate and railway rates will surely tend to a loss of market. 
I do not think that can be in dispute., even as the lowering 
of transportation rates will tend to increase the market « 
MRe NOLAN: Excuse me just a. moment, sir,--< 
THE CHAIRMAN: I think tir. Nolan, we have been 
bothering you a great deal and we will take a five minutes 


recess now and go back at it for a couple of hours mores. 


(A FIVE MINUTES RECESS WAS HERE TAKEN ) 
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Vell to sum up the position which I respeotfully 
submit to the Commission in respect of the discussion 
Which we shave just had; (/it,4is this, Sir,.that if. 1 
am to be left alone I have to meet these conditions as 
they arise and when they arise as any other private 
enterprise would have to meet them. If on the other 
hand I am to be taken over and reguleted under the 
Board of Public Utility Commissioners or any other 
regulatory body, in my submission, then the pipe line 
rate is not to be used as a lever to mset the compet - 
ition, foréign or otherwise. i.y reason for that is 
that the Public utility cnjoys some special adventages 
by reason of the fact it is such a utility; that this 
Company of mine, in common With any other under a regulatory 
body, is entitled to those advantages, one of them being that 
it is not to be put up and put down as to its rate on 
the foreign competition that may or may not exist. Tht 
may not commend itself to the Commijsioners, but it is 
the position which I teke. And if the hazards of this 
business are such, and if the dangers to my pipe line 
through put are such thet there may be a complete disap- 
pearance of the oil through my pipe line by reason of 
the Imperial or the BeA,. or any other Company, let it 
then, in my submission, leave the Company alone. Leave 
4% as it is as a private enterprise to run. the risks 
attendant upon a private enterprise of a private character. 
And may I just say this too, that supposing we were to 
take from the pipe line its ret« altogether, the 15 cents 
and wipe it out, I am not certain tact there might not be 
a reduction in the prices of Illinois crude to meet the 


competition that had not previously existed by reason 
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of the price that there vas in Turnsr Valley. In other 
words, the Illinois people are just as alive to the 
Situation here as anybody else, and if markets are 
obtained by reductions it may be that the Illinois 

psople will also take steps to make their prices one that 
will meet the competition up here, even though there were 
hot eny pipe line rate at all. 

Nov what I am seying about hazards - and I will 
get along with my argumnt if I may - is thet another 
thing to be taken into consideration is the extent -to 
which the Conservation Board may control production 
from future wells. "Je are told they are to be produced 
in @ manner consistent with efficiency. That, of course, 
is perhaps a matter of opinion. Wow this is my point, 
sir, the Board's idea of efficiency may differ from thet 
of a@n operator. An operator might decide to decline to 
produce his allowable on the grounds thet by so doing 
there would be inefficient production of his well, end 
that irreparable damage would be done to his property. 
Then, if that happened, these market requirements cannot 
be met, because you could not nass on the allowable of 
that well to othscr wells which at that time were producing 
to their cree effieiency. So that the question of 
what is efficient operation may have a direct bearing on 
the through put, because there may be a difference of 
Pe icaican the authorities who arc administering the 
Bot and the people who are opersting the well. 

Now the number of wells that other persons may see 
fit to drill is one of the factors over which this 
pipe line company has no control. Dr. Boatright says it 


will take ten to fifteen nev wells per yeer to maintain 
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the production and on the figure of $165,000.00 per well 
that would involve an Hatha trey os between 31, 650,0u0.00 
and w2,475,000.00 for new wells each yeare ° Mr.Davies 

on the other hand says that it is necessary to drill 30 
wells to safely supply the 6,000,000 barrels of oil per 
year, which would involve a yearly capital outlay of 
(4,950, 000,00. 

Trt CHG T RuAlTs Should we in that connection 
have regard to the fact that the Royalite is a well 
drilling Company‘ 

iii. NOLAN: No, not when we are viewing 
it from the point of view of a separate pipe line entity 
in that company. 

THE CHAIRIAT: And not have regard to its 
other activitiss? 

i= »NOLAT: No, because we are going 
to move a@ part of our company to a public utility. And 
then, Sir, the question will be as to whether or not 
capital, as such, will be attractied to the Turner Valley. 
Tit is something that will depend on the drilling costs, 
the price of crude and the pro-ration which may or may 

not be in force under the authority of the Conservation 
Board. 

Mi? . COMMISSIONER LIpsiT?: Again, would not that also 
depend to some extent on the rats being low enough to 
attract new capital for drilling purposes. 

IvR. NOLAN: . Not when the rate is fixed 
for me by a public utility body, and I am permitted to 
enjoy the advantages of that rate fixed by them. You 

see they ere private people. “hey can do as they like. 


They oan drill or not drill as they see fit.  Onee I am 
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being regulated then my position is changed to that 

extent. The point I wanted to make at the moment was 

as to the seasonal ndture of this market which we now ere 

enjoying. The evidence in the case Le eee 

THs CH&TRMAT: Why? ‘hat did we have 

regeord to if not to business considerations in fixing your 

rate? I mean to say we must think surely of someone other 

than youe ‘what is to guide us do you suggest? 

iii. NOLAN: Through put. 

THE CHAIRMAN: I know, but what other 

considera tions? Surely we are concerned, for example, 

with what is a fair compensation to you by the user for 

the service which he gets? 

Pie TO LA *: YeSe 

THe CHATAEAN: These things have some- 

thing to do with the matter’ 

MR. NOLAN: Yes, and I propose to 

direct my attention in a fev! moments and finally to the 

question of this present rate of le cents as being fair 

to the user for what he gots, out in the Valley, in 

comparison with what there is for him by truck or other- 

wise to get his oil in from the Valley to Calgary. 

Now what we have said is that there are seasonal 

conditions which affect our market. There was a high 

through put in the year 1948 because the evidence is, 

that there was a very open Fall in thet year. But agéein 

I sey the condition may not duplicate itself in the years 

1939 or 1940. There is the problem of other wells being 

drilled in other fields then the Turner Valley, ata 

shallower depth, with less drilling costs, and as a con- 


sequence attracting capital to those other fields rather 
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than to Tur r Valley. Gxhibit "196", which was put in, 
was a document from lire. Dingman of the Gonservation Board, 
who gives particulars of some 35 wells in fields other 
than Turner Velley, many of them‘drilling. #xhibit "159" 
was Bulletin Mumber 64 from the Alberta Petroleum Associ- 
ation giving very similar information. ixhibit #170" 

put in by hr. Cottle shows that for the year 1938 there 
was produced some 51,156 barrels of oil from other fields. 
Then there is the question that is arising from time to 
time, and there has been mention made of it in the evidenee, 
of the probability of a pipe line being constructed, by 
that I mean a Trens-Canada pipe line either to British 
Columbia or to the head of the hakes. The evidence on it 
iS no. Very Closer, dDecause all these are projests in 

the future. The only point I want to make about it is 
this, that if any Government or eny body of people find 

it advisable to expend money sufficient to construct a 
pipe line from Turner Valley to wherever you like to 
Mention, ‘iinnipeg, or Fort ‘filliam or Vencouver, there 

is going of necessity to be a falling off of through 

put in my pipe line, because one would naturélly suppose 
that another pipe line would be constructed from Turner 
Valley to the point of destination and would not be a 

pipe line constructed from the wast Calgary yards of the 
Imperial Oil sefinery, and in that wey we would lose 

a market. Sssume that it goes to Fort ‘.illiam, for example.... 
THs CHATAALs Vhy should we assume that? 
NOLAI: > ORLY Chet it te one sot i ine 
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things that might happen. It is one of the uncertainties 


of this business. 


THE CHSIRMAL: Supposing it: did happen, 
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why should we assume tat it would not use the facilities 
alre.dy there? You would not have the volume you mean? 
Me. NOLAN: In the first place I do 
not know whither our facilitiss would be sufficient to 
Supply a pipe line of the dimensions and character which 
wou d be required to go from here to the Hast. I do not 
know about that. The evidence is not clear on it. But 
it seems to me as an ordinary layman on the subject that 
if you Were going to construct a pipe lines. you would 
construct it from the oil field to where your point of 
destination was, and not try to have any sort of a cut- 
off at the end of the terminal of the existing pipe line. 
You would disregard it. Then ve would lose the market 
because we would Lose contact with the refineries where- 
ever they might be adjacent to that pips line, on its 
way tast to shall we say Fort “Jillian. These points, 
Medicine Hat, Swift Current, lioose Javi, Regina, Brandon 
and “‘innipeg and all the wey down there. One would 
assume thst they would be in a position to make their 
withdrawals from that Trans-Canada pipe line on its wey 
down sast. 

Lastly, in connection with these hazards, there 
was the question of ercp conditions. Wow my friend, Mr. 
Frewley, has gone into that with some care. &xhibit "171" 
comprises four pamphlets giving the gasoline consumption 
in all the Provinces of Canada from the year 1950 on. 
Exhibit "177" was a telegram received from hr. weucnald, 
who is the A4ssistant-Com:issioner of Revenue at itKegina, 
explaining : sudden drop that there was in the consumptiun 


in the Provinee of Saskatchewan. The figures which are 
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given to us and which are in evidence are that in that 
Provinee in 1929 there were 76,000,00C gallons of gasoline 
eoncuiieg.s het oO 47 ,000,00;, in L931, 49,000,000: in 
1944, 34,000,000 and in 1983 42,000,000; in 1984 37,00u,000; 
Sin 1 yoo, 1oe000,000; in 1956, 46,000, 000+. in, 19957. 
46,000,000; and in 1938, 65,000,000. And a request 
was directed to the authorities in Saskatchewan to find 
out why the figure of 77,000,900 in 1930 was reduced to 
one figure, of 49,000,000 in 1951, and Bxhibit "177"" being 
the answer given to us by Mr. J. B. McDonald is, that the 
decided break in consumption was accounted for by the 1931 
crop failure, resulting in Little gasoline being used 
fer harvest purposes. My point is that in 8 years between 
1930 and 1938 the consumption so far as the Province of 
Saskatchewan is concerned, is still 12,090,000 gélions 
below that of the year 1930. 

Now I want to direct your attention just for a moment 
if I may, please, to the question of the deductions for 
pipe line losses. Wow evidence has been given as to some 
of the dangers that. might arise and which might involve us 
in heavy losses due, not to the evaporation and leakage in 
the pipe line itself, but to the danger of breaks in the 
gathering or trunk system, and losses cunsequent thereon. 

I submit agate Commission all these dangers are increased 
by reason of the climatic conditions, tbat such matters as 
ground upheaval or subsidence caused ty the extreme cold, 

fis perhaps exemplified by the break which occurred here on 
or about the lst of Februery of this year, when the evidence 
is that the temperature in Turner Valley wes 51° belcw. 


But the point about it all is this, that the present 
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rate is 1% on crude and 2% on naphthe and these are a 
reduction from 2% as we know on crude and 3% on naphtha. 
r. Boatright's evidence is to the effect, and it will 
be found in Volume 17 at Page 2368 - just let me check 
ae de. oe 
MR. FRAVILIY: He says tlt is the lowest 
that he knows of. 
Mine NOLS: Yes. AS my friend points 
Guay there is mo nmeed to advert to it, that tha’ present 
rate of LY is according to the standard practice in pipe 
Line companies, dnd thet they are allowed a rate of 1 to 
3% for pipe line losses. Wow it is quite true that we 
Have DULIT UD some reserve, if you Like, ET submitethet is 
an insurance reserve out of these monsys which have flowed 
into pur treasury by reason of the pipe line losses. 
Tid CHAIRMAN: That is .o say supposing 
we said you were entitled to a return @s - supposing we 
adopted Mr. Frawley's view for example, that you were 
entitled to a return of 1040 on your money, you would say 
you were entitled to this in addition? 
Pe OIL ¢ Yes, to provide for these 
unforeseen contingencies which May come - we are all 
hoping and praying they won't, - but in order that there 
may be something there to take care of them, there has 
been set up and brought into existence in the standard 
pipe line practice according to the evidence of or. Boat- 
right, and that practice is to allow these companies to 
make pipe line deductions of 1 to 3 for pipe line losses. 
THs CHAIR: Do you heppen to have 


where his evidence appears on that? Volume 17. at your 
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convenience, ifr. Nolan. 
IR. NOLAN: i Will do St nowy sir, 


Because it is right here. On Page 2378.. 


MR. FRAULIY: And Page 2389 and 2390. 
MR. NOLAN: It ision Page 23878, '2589 


and 2490, Volume 17. Ana the effect or it ts what F 
have just been giving to you. I would suggest respectfully 
to the Commission there is no reason why in dealing with 
uS aS a pipe line operation we should be avtforded any 
treatment other than that afforded other comp nies under 
the pipe line practice which has besn set up in the United 
States... I want to point out that while the figure is 
approximately $83,000.00 for the 9 months ending September 
40th, 1948, that figure would be reduced to approximate ly 
$33,000.00 for the same period in 1939 by reason of the 
reduction from 2 to lj in the one instance, and from 3 to 
2% in the other. 
tow, Gir, as to the rate itself, the 15 cent rate, 
(have onby this to say. In His report Me. Bile an 
Hxhibit "96" at Page 1 ssys:- 
"je ars also of the opinion that the current 
tariff of 15 cents 4 barrel is reasonable, 
considering the risks @nd uncerteinties 
inherent in the business of the Division." 
and he says in the evidencc in Volume 19, at Page 2554;- 
"T have not tried to fix the rate here but 
I say the 15 cents, in my opinion, is a reas- 
onable rate." 
i think you will find, Sir, on an examination of this exhibit 


of tariffs, "130" in the case, that the 15 cent rate charged 


< 


’ os 


ne 


2 . 
Gi 
> 


ay 


T-2 
10 


H.G.Nolan. 


by our Company compares fevourably with the rates in other 
fields, and pipe Lines operations comparable in ax tet: 
And I also invite the Commission to look at» Exhibit "42", 
which is the historical analysis of the pipe line rate, 
and its reductions from the beginning, when it was in the — 
vicinity of 30 cents down vo the present rate of 15 cents. 
Now there are only one or two other matters to 
Which I would direct your attention. Something was said 
yesterday about the allocetion of indirect expenses as 
were mentioned in his evidence by Mr. Burns in Volume 33 
Qt Paze 4026. 1 beg to remind you, Sir; that that was 
an allocation on Mr. Morrison's basis to an extent, but 
only to an extent, because at Page 4026 Mir. Burns is 
asked about the manner in which this Company, the cust 
between the different companies was arrived at. The 


question was: 


"Q Yes, your opinicn, but you used a certain method 


did you? 
A Noe 
Q) ell then, if you did not use, you mee@n you did 


not usc any method at all? 


No method at all. 


E> 


Q Yell how did you make it 75 to the Royalite 
instead of 50? 

A “ie@ll I have been into that, it seems that about 
10 years ago ve did use, when we had many compan- 
ies cperating, ana we had drilling departments 
in all of those companies, we at that time used 
the labour ratio basis and certain percentages 


vere then struck on a labour retio basis as to 
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: the splitting of administrative expenses. Now 
this is merely an outcrop. &s the operations 
have advanced in one company and diminished in 
anothsr we have stuck to these same basic per- 
centages éll through those years but have aug- 
mentec them vith our own opinion as to the 
percentage to the operations of those companies." 

My point being thet they took a basic figure if you like 
and augmented it with their own opinion, which is 
substantially what iir. Burns has seid when ne points out 
to the Commission that no precise method at all was used 
Mr. Burns goes on and says: 

u There is no basis in fact for the split, § They are 
purely arbitrary. 

@ (O00. CHATRERW: o> lr. Burns, during the 
time when you used the labour rétio basis; what 
labour ratio basis did you use? 

4 The totel number of men employed by the various 
companics. 

Co Regardless of whether they were employed in 
operation or capital? 

A Regardless of whether they were employed in 
operation or cépital. 

C MS. PRAWLsY: You say axhibit "156" 
is merely the growth and extension of thet labour 
retio bssis, without disturbing basically its 
applice tion’ 

4 That was the basis of it some years ago, that 

is correct. 
G T understand this is just a gradual outgrowth of 


it without any change basically* 
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H.G.Nolan. "eGgUG 
be TH CHAIRMAN: Augmented, he says, by 


his opinion as to the scope of the undertaking 


which each Company was carrying on." 


Then in dealing with lt. Morrison's labour ratio 
basis yesterday, I omitted to draw ths attention of the 
Commissioners to the variation in the percentage which 
he obtains from the application of his labour ratio 
basis. That is to be found in Exhibit "88" at Pages 11, 
15, 15, 18 and 21, or in the evidence In the cage at 
Page 2304 of Volume 1%... The effect of it is this, that 
in the year 1934 there was a percentage obtained of 7.94142%; 
in 1935, 4.25365%; in 1936, 8.28807%; - that is the 
percentage in each case - in 1937, 14, 18656%, and 1938, 
18,29067%. My point is this, those figures will demon- 
strate to the Commission that as a result of the applica- 
tion of Mr. Morrison's labour ratio basis, we have these 
ups and downs, these peaks and dips. Mr, Morrison says 
to the Commission "I do not care what the result is,I 
take my principle and apply it irrespective of what the 
answer mav bee" I submit that is not scientific. I 
submit tht what should be done with any method is to 
test it by its fairness or unfairness as judged by the 
result of the application of that method. 4nd if I am 
right in that then it follows that Mr, Morrison's method 
is wrong because his result canine in it these fluctuations 
which we submit should not rist in any definite Lébdour 
ratio basis, which ought to be applied to the operations 
of a Company such as this, 

THe CHAIRIAM: I do not think, perhaps, 


that is doing lire Morrison full justice. ‘ihat he says is 


5 ” : 
‘ | 
| ? | a a ¥ 2 
; ws ns i ope , 
- i | . 
re ’ v2 i ; . | 
. . te | 
. ~ ee . | ; | 
> 4 x is = ‘ i | 
re <a 5 ~« ries t= ~ 
s : 4 n> ue ; | 
{ « ' > Le — = : f e 
| : : vi ss 
* iD fe | 
| | = hs . " as 
; ¢ ie i ‘ . 
. - . 3 4 - “3 i. es e 
: : ° "e : _ : 
| i : 0-7 = : 
(a= “ ae . : : 
| ote alae ; 
- . q i ' a : . f 
. : ME 
d ; *: 
E = | : | 
. E ts x Se 
. - le - i - ; ne 
| ? é 7 : . : pe 
. - 1 % 4 : ‘ d : | 
. ' Sete wy | 
- 5 ete ~ ~ Ay : 
a Ne 2 “ re sy 
re ; = : =e “ on ES ae : a ‘e = } 
us i 2 3 5 : : 
my ‘ me “i a ki ote Fy ey 
yen 2. =e a tees tea ‘ 4 
. S ~ = “ = 3 7 : . - 
: | = ; fo ‘ = nt : a cD ne 
; = ~ -¢ oe : 
“4 ry ; pe , 
. a ~4 2 ie | 
, 3 : : t . cg : = 
, <r : : © : 6 
5 35 4 Sie ria © cig ; - 7 | 
: | | | | | ; 7 : : Per 
4 : - as oe ; ge i ° - : E: | 
~ — zs wy > = . : | 
- ~ A ee p : of z= . 
| : ve ; x f : vere . . : * 
| 3 ag . ~ 
= i ” Mees . a = : 
_ “=> | 
| 2 : “ = 
m , = | 
| By a - Ser z 
: : 3 
| #3 : : : ae we . 1 ce > 
cy oy is <8 = : , oa ee i i " . wre: 
. t “= . iia 5 , | : 3 | | 
~ =a a = ip | | d | 
J . - =e stew , ? ; 3 
. :s ee ed ; 2a 3 3 | : 
= : ah i y : 
ao ras a i 7 =z 
| : : : an % z es 7 
ma : = a ; . 5 | | | 
3 a : : ; . | | 
=a - = | | | 
= e . . yisske a : i : 
> _ 1 - fier or 3 ' ‘ ; : - : 
: Tae < , , * hie: } Me E % : . 
me roy top ‘ =e Z eae a J . | 
went by oe . : ie re . es 
| : | aa: o>. aks : ae, | 
a 3 og} . : - = Pia a : 
3 - gia. ae cs —— ? ae Oa = : 
- = < Se ay are s = Z . | 
=a - ¥ er z = Ee a - | 
é -* es = 4 ; Seine - : ¥ . 3 
, : : y é 
« ee “3 ‘ ~ : 
* 3 s, x = 7 : : | | | 
~ ot ‘ ; : 
= a 4 ses ; 
oo) eS : : | | 
; ef a os = : | . | 
> om : , i ke | 
pe = oe : 3 
“. : : | 
~ ~ ae ; 
ve - . ’ it : ‘ 
: : ste = 7 
: iw i 
, : 
oat oe) 
: fy + F 


T=2 
13 


H.G.eNolan. ~5858- 


that he does not first determine the result he desires 
and then suit his method to bring about that result. 

He said that he adopts what he thinks iS the panne 
yardstick, the correct method of approach and then let 

the results be what they may, he follows that through, 

no matter who it may help or harm. 

MR NOLAN: I say if you take the 
method and you apply thst method to its conclusion, and you 
find in the result that you have dealt unfairly with the 
company whose costs you are allocating, then the burden 

is upon you, the burden is upon you to say to yourself 
"The method I have used is wrong because the result is 

as it is." 

THE CHAIRIMN: He says you cennot have 
an unfair result if you heave a fair method. It is 
impossible. 

MR. NOLAN: You see), Sir, (ere Ws ino 
question of these methods being fair or unfair. They 

are predicated upon the opinion of these gentlemen. 

You see Mr. Morrison says "I used this thing as ry 
yardstick, and I tried to measure what should be allocated 
to this pipe line division. That is) aii T use 2h. for. 

do not attempt to do anything else except to measure hy 
ote.” 

THE CHAIRMAN: He says "If I do not, I 

do not take into account this great well drilling depart- 
ment of this Company." 

LR. NOLAN: | YeSe 

THE CHAIRMAN: The other people say "Vell 
to arrive at a eee accounting conclusion we should 


ignore the fact ell these men have been employed in this 
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drilling operation" and we have to say of course, which 
is right. 

MRe NOLAN: Ana when I say accounting 
conclusion I say that with the greatest respect for Mr. 
Morrison, and not eby any ee insinusting or making any 
suggestion that Mr. Miorrison has not done his job as an 
accountant in that reSpect, because he says "I take it 
as a yardstick and I measure from that , and then gives 
me the answer. Ido not have to carry that? ons mo 
now Have to atioocate all My, or redistribute it as is 
Suggested by Price,'‘iaterhouse, because all I vant to do 
is to find out what amount that is, and having got that 
I am content and there is no need for me to go on." 

And the difference of opinion is whether or not the one 
basis is to be preferred to the other, and that has been 


exhausted in the argument before the Commission. 


(Go to Page 5860. }. 
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H. G. Nolan, 
Now, Mr. Morrison gave us a figure of 7.9413 cents per 
barrel at the conclusion of my learned friend's 
‘argument on Friday morning, I think it was. That figure, 
oir 7 Depresepae in the opinion of Mr. Morrison, the 
rate required for 1939 on certain assumptions (1) a return 
of 10% on the capital investment as at December 31st; 
WR. PRAWLEY: ) if yourdo not mind, do not 
put tos mech on Mr. Morrison, put a lot on me, that was 
my figure. You are quite right in assuming that Mr. 
Morrison worked it out for me. 
MR. NOLAN: I will change it. Mr. Frawley 
was good enough to come before the Commission and provide 
us with a figure of 7.9413 cents per barrel representing 
the rate required for the year 1939 only, Mr. Frawley 
having in mind, I think, his annual review of these rates 
which 1 fourd so distasteful to me. 
MR. FRAWLAY: you have told us that. 
wR, CHAT REMAN: 1 seem to remember you saying 
something about that. 
MR. NULAN : 16s, in his computation, oir. 
er. Frawley, in his figure, provided for a return of 
10% on the capital investment as at December Slst, 1958, 
olus one-half of the budget additions for 1939; secondly, 
for the allocation of expenses for 1938 on the basis 
as it was determined by Mr. storrison; thirdly, on the 
basis of 6 million barrels throughput and fourthly, 
on the basis of 19 years amortization from January first, 
1939. Now, we are suggesting and submitting to the 


Commission that on the basis of amortizing the assets 
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H. G. Nolan. 
over any period of years after 1939 amortization 
would necessarily increase Owing to the new capital 
expenditures each year to maturity. Incidentally, 


in any addition to that, we say there will be increased 


operating costs due to the larger gathering system 

and the smaller individual deliveries, and at page 

9002 of Volume 40, Mr. Morrison's opinion on that point 

is contained in the evidence. He suys in answer to 

a question by Mr. Frawley: 

"Q And as the Chairman suggests there is no reason - 

they could fix a rate which conditions may 
change - but they should be able, you say to 
pia Ne aac) rate to last for as long a perisd as they 


think is the life of the: fields: Be TL) understand 


that? 

& And have all the known factors. Lt foe 
instance, the only factor that has to be taken 
into consideration is the increased capital 
expenditures buf I would think there would be 
some increased costs, anc that would also have 
to be taken into consideration. If you have a 
greater gathering system it would naturally 
follow you would have more costs in connection 
with that gathering system. That probably 
would also have to be taken into consideration." 

And my point, Sir, is, that so far as the commany is 
concerned, the rate should reflect the increased capital 
expenditures throughout those years, and the increased 


operating expenditures throughout those years. 
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Furthermore, the figure of 7.9413 cents per barrel 
is based upon a capital investment which has been 
arrived at by ir. Morrison on the basis upon Which 
he arrives at it and which, in my submission, is not 
the basis which should commend itself to this Commission. 
Now, Sir, that brings me to 
the end of the argument, so faras I am concerned. 
I have only this to say, Sir, that in my submission 
it 1S the obligation, if 1 may put it that wy, of 
this Comission to consider this 15 centrate which is 
now Any Pores, to. consider whether. in, the Jigeuteor the 
evidence which has been adduced, that is fair and 
equitabie, both, to the neople who. are proposing: totnse 
this line. and to the company which operates it, I ask 
the Commission to fix a rate which will continue’ to be 
a propor rate throughout the lifetime of this oneration 
and 1 ask the Commission also at the same time to fix 4 
rate which will encourage and justify the continuation 
of this business so that,under the degree of maximum > 
efficiency, service may be obtained from it that the 
public, in my submission, is entitled to, and in 
conclusion my submission to the Commission is that 
having regard to what has been said, to all the 
evidence which has been given, to the authorities which 
have been cited, it will find upon a consideration of 
ali these points that the 15 cent rate, the one in force 
at the oresent time, is fair and equitable to all 
concerned. Wow, that; Sir. 1s ali, 2 satan, | may 


usefully say. 
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MR. FRAWLEY: Yr. Harvie was to follow 

Mr. Nolan, but Mr. Harvie is about towaive his right 
La ea vOUr “ON fee ee til ns: 7 

THs CHAIRMAN: Very good, Mr. Plotkins. 

By the way, Mr. Frawley, I see itr. Clapzerton here too. 
WR, FPRaw Lay : I do not knov whether he 


wishes to say anything or not. 


MR. CLAP ERTON: I do notwish to say anything. 
Chi GCHADRI AEs ALD righ) Gi apo mens: 
MRe PLOTKINS: Mr. Chairman and iir. Commissioner: 


In opening l wish t congratulate 
Mre Frawley for the very fine piece of work he has done 
im presenting the government's position as he at this 
time views it. 

I did not have the pleasure 
of following Mr. Nolan's argument so 1 am not in a 
position to say anything about it. 

In the Light of the evidence 
that has becn submitted, the Commission will be able to 
estimate the amount of crude oi1 that can be safely 
assumed will be recovered in the Turner Valley crude oil 
field, they will also be able to determine the normal 
marketing territory and evaluate by the past the future 
consumption of Turner Valley crude. 

They will not be in a position 
to fully judge the competitive position of the Turner 
Valley production in relation to other fields until 
the evidence covering the production, refining, and 


marketing phase of this inquiry has given them a proper 
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perspective of the Jest Canadian market for petroleum 

products, and it is'my submission at this time that when 

this information is available to the Commission, it 

will considerably minimize the hazards that have been 

painted by both the Imperial and the B. A. lil Companies. 
wy humble contribution to the 

Commission in the matter of argument is to take a 

realistic position as an independent producer, refiner, 

and marketer and as a user of the Ryyalite pipe line 

System, and take the stand that it is now pronosed to 

give the Royalite pipeline system a franchise, make 

it a common carvier under statutory conditions, and 

assure: Dy whe return of its investment and Bnareitiae 

costs olus a orofit by placing a canital value on 

its system and enacting tariff rates to asSure the 

re turns) to the extent that there,.is' no; likelihood, of 

any immediate competiti on from other pipelines in the 

same field until the capacity of the system has been 

taken up. 

What is proposed then will in 
effect grant the system and the Royalite til Company 
will enjoy an exclusive franchise for what appears to be 
a long number of years, and I submit the public interest 
represented by the independent producer and purchaser of 
erude oil and the ultimate user of the pipe line systen 
should be fully considered as well as the legitimate 
‘interests of the company owning the facilities, and 
these considerations form the basis for the two noints 
of view I am now submitting for the consideration of 


the Commission. 
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Assuming that the Conservation 
Board will enforce crude oil production methods aimed 
to conserve the gas pressure on the oi: bearing strata 
at the maximum, in order that the greatest amount of oil 
can be produced at the lowest’ nossivle ultimate cost 
under the conditions that exist in Turner Valley; 

Ana assuming that Turner Valley 
can and will produce at least 100 million barrels of erude 
oil heginning at January lst, 1939, and that the estimates 
of experts we have heard prove to be substantially correct; 

And assuming that the natural 
market in Western Canada will absorb, based on an average 
7% annual increase, 83 million barrels of erude oil for 
the ten years ending January lst, 1949; 

I have taken and studied the 
wast figures and assumed that it would be reasonable to 
expect a 7% average annual increase. Some years it might 
be more, some years it would be less. 

it does not mcessarily fsllow 

that Turner Valley will supply the whole of that market 
during the next ten years, as there isa strong probability 
that other fields in Western Canada will be discovered 
during that time and may or may not share the available 
market and possibly other factors will intervene from 
time to time, and as a result the Turner Valley field will, 
during that period, have its market ups and downs. 

It is also ta be expected that 


developments in the Turner Valley crude area will be 


By 
pas 


nronortionately greater in the next three or four years 
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as the urge to delimit the. sroducing area of the field 

is translated into drilling. 

It is common experience 
vial in @ CcondvtLon such as ee in Turner Valley, 
that there will be more incentive to go sut and explore 
the outside limits of the field, because the acreage 
is chesper and the gamble is greater, and the results 
ure greater, and there is no doubt that the Royalite v.41 
Company will find itself, the pipeline division, in the 
position where it will have to make considerable invest- 
ments in the next three or four years, that will not 
apply in the later periods of the operation. 

and this in turn will compel 
the extension of the pathering system at great cost with 
No Corresponding anerease in volume for the pipeline System 
TO Viransport. 

The matter of comnetitive 
pipelines, we can, for our surpose, disregard except that 
if present crude marketing mev nods: (Prevent. 

and 1 am now referring to the 
aetions of the Conservation Board. 

Errovision will have to be made 
soon to increase the present carrying capacity as the 
western Canada market expands, and it may be at that 
time more economical to allow another pipeline company 
like the B. A. for instance, with its own markets to instal 
an additional pipeline rather then to extend the present 
system. However, this is no t of immediate importance, 


but is a factor. 
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And I want to point out at 


this stage that I want to go on record as being opposed 
to a franchise for various obvious reasons. It is my 


submission that in Montana where thcre were three pipelines 
and the market was no ereater than it is at the present 
time in Turner Valley and not likely t be in the future, 
that there were three lines operating, apparently to the 
satisfaction of themselves and from the point of view of 
the independent producer and the consumer and from the 
point of view of competition, it is in my estimation 
desirable that, while the present pipeline should be 
protected to the extent that it should be gi ven a chance 
to reeover its cost and a profit, that in future when the 
capacity of the present pipeline has been exceeded that 
an opportunity be given to other companies to instal a 
line if it needs it. 

For all these,reasons, 2% 
could be said on the one hand that the pipeline's future 
as an investment is not exactly a safe one and cannot 
be classed in the category of the Calgary Gas Company's 
system, and should accordingly be considered more hazaraous 
and should, therefore, be given a higher rate of return 
and a more rapid amortization rate, etc. 

The other view is that if the 
Commission assumes that there is reasonable assurance 
that sO many million barrels of crude 911 will be 
recovered in Turner Valley over so many years, and that 
this crude oil will sooner or later, as economics permit, 
be marketed through the pipeline even if it takes 


20 years, the ups and downs of the market are, within 
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limits, not of great importance, as the Hee being 
under the more or less e@mplete eontrol of the marketing 
companies, a profitable average through put through the 
SsyStem will prevail and all the crue dil will AOLAG taliy 
be produced and marketed. 

For these reasons, it could 
be said that the pipeline system as an investment is in 
the same class as tank cars. 

This is probably a new 
Similarity and l want to explain it, tank cars in the oil 
business are at the present time the property usually of 
trust companies, and the trust companies invest in 
certificates that represent the ownership in those tank 
ears, The tanks cars are leased to an operating company, 
such as a tank car company, and the life of the tank car 
is estimated at a given number of years. If I am right 
I think it is 20 years, and the hazards and the ups and 
downs of the marke® and the usefulness of the tank cars 
is considered and a rate of return is given that assures 
the complete amortization of the investment, the operating 
cost, such as repairs and upkeep, and a return on the 
capital. | 

And should be anortized over 
the longest period of usefulness arrived at by the 
Commission as a conservative estimate of the life of the 
field, amortizing the annual additi ons to the gathering 
system twice as fast as the main in Yestmen t to compcnsate 


for the dead weight of older wells with small producti on 


and gradually normalizing returns. 


a 
| ' 
i) 
j 
rie ula. ately 
ate peau Sick Bees 2 
Ce xy 
ev fg nt 4 we “ 
ey oe 
> . ~ ; | 
U LaoP pore eee ? RUM ee 
ee . Rees +h. 
» ie ~~ ‘, & ‘ 
ele ptr ss PCio Leth are ae 
7 } 
POW Geeta 
$i, ees Np 
Pay we 7 5 : sibs fe ey ie 1) | Y - 
ip as 0 Sat Srl OR lish 
1 + a ta “ 
ape 4 
; a” 
| 
\"s 
Ea a 
© nhs 
Bes Oe, 
e war & Rs 
Nh SPT en Cet ne ae 
; 2 ‘ 3 7 : fa HIE 
a Whe We is : NV 
AL i Pest NOR Bid ee 
¥ . Ao Phi Pass a hi 
ne ee i SNe - uy ne ia 
’ 
oa 7 
av Re) WPS. iy 
. . ' ti i as Soon neo 
beied ULURes 


ie he hes CF Re 
: fray hall eal A ; ts 


a ey 1% Fal ey 4 : & es ee roa ext ay ae 
2 hn Ce hm DUN A a hae te 
if ee re 


had SH, EK aT TES Tea thee, sr 


L. L. Plotkins, ‘camel 

Having determined a useful 
ite Taccor Tor the System, and cvaluated the hazards 
of The investment, we oan deal with fe value, of the 
Royalite pipeline properties that should be set up on 
Capital account. In this resvect, it is my submission 
that the Commission is acting in the »sosition of trustees 
for the nublic and they are actually seeking to purchase 
for vublic use a suitable piveline system at the lowest 
capital and operating costs and capable of efficiently 
gathering, transporting, storing, and delivering the 
market requirements for Turner Valley crude’ oil during the 
Mestul tite of the Turner Valley erude oil field. 

Having estimated the crude 
available for marketing through this pipeline and the 
life basis for amortization of the investment, and having 
ascertained the true cost of purchasing the proper type 
and size of equipment that will do the work at the lowest 
cost per barrel, and having sect X¢ rate per barrel 
that it.will grant to return the operating costs and a 
predetermined profit, they are in effect offering to 
sell it to an operating comrany who will undertake to 
operate it under government franchise and sunervision, 
assume the risks inherent in the operation of the System 
as to the. Life of the field, and the markets, under 
eonditions that will be set up by the Board of .~ublic 
Utilities, and pay for the privilege of a sum equal to all 


costs. 


As a prudent purchaser, the 
Commission should, in valuing the ~Royalite pipeline 
system, investigate the present cost of placing into 


service a pipeline system capable of duplicating the 
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L. Lb. Flotkins. 
services not rendered #y ‘the facilities of the Royalite 
oipeline system. . | 
| This will require a new 8" 

trunkline eapable of transporting 23,500 barrels per 
day at the same pressure and operating efficiency as 
nw prevarls in the 6” line of the Royalite; new 
gathering and field trunklines; and complementary 
facilities that will efficiently service the present crude 
Oil wells in Turner Valley and provide for further 
extensions of the crude oil area, Such a pipeline system 
would obviously he planned and nredicated on nresent 
requirements, and would srovide for any exnected extensions 
OL Mie cyucde oil scroducing area. It would have only one 
trunkline instead of three, and sone set of pumps, 
instruuents, and other facilities instead of three sets, 
eould be Surchased and laced in operation ata 
considerably reduced figure for capital outlay over the 
Royalite valuation for their system, and the operatim 
and maintenance expense would also be considerably 
reduced. 

In considering such a new pipe- 
line system we could, if we saw fit, »rovide a 10" 
line that will effectively take care of future markets 
for a good number of years. . 

I have brought those two 


view-points, because 1 think they have a bearing on the 


question of the present value of the system that now exists. 


Tam not fisding any fault 
with the present facilities of the Royalite nipeline, only 


nointing out that the present system renresents the 
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natural growth of the Turner Valley naphtha area which 
was later adapted anda extended to take eet of the 
needs of the crude oil field, and as a consequence, 
reflects the haphazard develonment of the entire Turner 
Valley field over the last fifteen yeare. 

vhen We come to consider taking 
it. Over as a crude: oi gathering system, ewen its 
depreciated capital cost should be re-valued in relation 
to what a new system can be »urchased and operated ror. 
and the capital value as determined by the Commission's 
accountants should be written down to represent the system's 
present value after allowing for the following factors. 
MAJOR LIPSHETT: Mr. Plotkins, I assume 
that you are using this as a measuring-stick, «8S. a 
basis of the value? 
Re. PLOTKINS + Yes. 
MAJOR LIPSETT : Does one not have to consider 
it from the practical point of view also, supposing you 
had this 8 or 10-inch line in existence, would you not 
be in a very bed way if you could not get the business 
of the Imperial Cil Company for instance to go through 
the new pipeline? 
MR. PLOTKINS: That is perfectly true, Sir, 
wAJOR LIPSETT: Would that not put up your 
operating cost very much? 
WR. PLOTKINS: If there was a new system and 
it had to share the market, it would increase the cost ; 
of both companies, put here we are proposing to take over 
for public use a system and we are endeavouring to value 
er ae I submit that the proper way to value it is i¥s 


present value in relation to a new one in use. 
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MAJOR Lil .#=Tm: Be are not making the concrete 
suggestion that there should ee an opposing pipeline 

put up? 

MR. PLOTKINS: . th, no, I have not anything 
like that in mind. I do not think we should disregard 
the investment, I think it should be provided for. 

MAJOR LIPSETT: But for the purposes of valuing 
it, you say it should be valued at an 8-inch pipeline 
instead of the present 6-inch? 

an, .PLOTEL S: Yes, an 8-inch pipeline, in 

my estimation, - and Lf have taken pains to investigate it,- 
will put through the same amount of oil as is being out 
through by the present Stan haes at its maximum and will 
ao vt ey Less cost because of the fact thal there 26 only 
one line installed instead of three. 

AJOR LIESatT: You think the three lines have 
erown wd as a result of the naphtha business rather than 
of the crude business? 

MR. PLOTKINS Well, that is the fact, that 
shows it is. 

MAJOR LIPSETT : But when you come to adding say 
a second line, the first one being already there would 
not, did not they contemplate the adding of the second 


line instead of scrapping the first one? 


MR. PLUTKINS: Lt did not quite follow that 
question. | 
MAJOR LIPSETT : . In the actual development 


which has taken place, did they not act prudently and 
reasonably, = would assume with you for the purposes of 


the question, that the first yvipeline say may not be 
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suitable to-day but it was suitable presumably for the 
naphtha business when it was constructed and the m phtha 
business for which it was constructed, would it not have 
been bad business at any time to scrap that rae kes OL 


continuing to use it as a stand-by? 


MAR. PLOTKINS: As a stand-by? 
MAJOR LIPSETT: aven aS a Stand-by. 
MR. PLOTKINS: Well, as I view it, the first 


pipeline that the Royaltte oil Company put up was a 4-inch 
line. At that time the Regal was also opereting a 4-inch 
line and between the two companies it appeared eo Seabee he 
to the extent that the field was known then, but those 
two lines of those two companies would take care of all 
the business which was offered. | “ow, when the crude 
area was discovered it was also reasonable that the 
Royalite, which at the time had acquired the 4-inch line 
of the Regal, would not go to any great expense in nutting 
in another line until they found how much crude was 
available so they, what they did, they adapted the line 
Which they had been using for naphtha, to the use of 
transporting crude and as a result, as long as they could 
set their rate at what they figured was a fair return, 

the operating cost was not of great consequence because 
there was no competition. If , on the other hand, there 
had been another line competing with them and 25% _ 
difference in the onerating cost, and getting more or 
less of the business, the Royalite Oil Oompany woulg 

have than had to weigh the difference between scrapping 
the ere and putting in a new system in order to 


compete with the other line, and the other fact that 
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the Commission »roposes to grant them a feanenise 

means that there will be no other oOnonosition for some 
years, andes a result of that Ll’ submit} in this sare of 
the argument that the sine Should not be tilted 
because then I say to continue with lines that in my 
Spinion demand a higher onerating cost than a new system , 
especially when they ask for a valuation that includes 
all three lines, even although the other two lines were 


built for a different purpose and have already partly 


paid for themselves and in fact one line possibly completely 


ead tO SP ESieief. aves 

MAJOR LIPSET?T: Well, do you think they could 
do, under their present system, without any one line now 
and still be safe? 

MRs: VLOTKIS Ss h, 1 would not, not under the 
present conditions with the Conservation Board restricting 
production to actual market demands, I cannot see how the 
Rovalite could overate, they need all of the liges, 

Piel) Baek es They need all three lincs? 

MR FLU Ts: : Yes, but that is because of the 
fact that the Conservation Board has seen fit ts allow 
the operation of wells in that manner. 

MAJOR LIvost?: Then in estimating value, was 
there anything unreasonable in etn ae the y did in, 

first of ail, taking up one Line which then did the work 
and then buy a second line which had to cut down operating 


expenses, and then having put in the third line when the 


traffic demanded it..... 
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WRe FLUTRING: They did. not dorany vane 
unreasonable but oecause of the fact that there was no 
competition in sight they were not very much concerned 


With operating costs, and seeing it would take less 


capital, I mean less capital expenditures, to add another 


line instead of rebuilding the entire system, the 
Royalite no doubt saw fit to add another line, but the 
position is that the reason they could stand extra 
operating costs is because in the past these other two 
lines have already either wholly or partly paid for 


themselves. 


(Page 5876 follows.) 
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So that it is more economical to continue to operate 


the three lines than it would have been te scrap them 


and build one new line? 
MR. COMMISSIONER LIPSETT: You would not say to-day, 
would you, that the prover thing to do would be to 


Scrav the three lines and put in a new 8-inch line? 


fia, LOUIS: No, J am not saying that at 


Ble 
MR. COM.-IS.IONER LIiSeir: If that isso, in what relation 
do we consider the 68-inch line as a measuring-stick? 
MR. PLOTKINS: if you Will Jet. me .Tinisn ac 
L Will give you my views on. that. Then 

The system is not new, was 
erected partly for other purposes, and in these other 
services has largely paid for itself. It will cost 
considerably more to operate and maintain during the 
balance of its useful life to transport Turner Valley 
erude. Itwill not lend itself as economically to 
increased throughput as a new system could be planned for 
the purpose, maaning expensive additional investments, 
if the carrying capacity of the trunk line is to be 
increased, and evidence has already been given to the 
Comuission that in the summer of 1958 the system was 
onerated at its maximu.i capacity to supnly the then 


market demand. 


“waving these facts in mind, 


the Commission should evaluate the oresent assets of the 


Royalite pipeline division on that basis and could properly 


’ ad ; aie Ae , - 
say to the Royalite Lil Company "We will allow you a 
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a capital investment what the facilities are worth at the 
present time in relation to.the work that remains to he 
done in the Turner Valley field, and not penalize the 
present and future user," 

In my judgment, the extra 
operating and maintenance ee over a new planned system 
reduces the capital value of the Royalite Pipeline sys ten. 
as determined by the Comnission auditors to the extent of 
at least 40%. 

HR. CUMMIGSICNBR LILSSTT: | Do you mean by that the 
extra operating expense that they incur as compared with 
the operating costs all over the system? 

lgke i LOTKINS: ~ver a new line, yes. 

In writing down the present 
book value 40%, the remaining capital structure will, 
in my opinion, properly reflect the presen*t value of the 
Royalite pipeline system and will in part provide for the 
additional operating and maintenance exvense wer its 
useful life time in comparison with the operating and 
maintenance exnense of a new system. 

To resume, if the Commission 


comes to the conclusion, having in mind all the factors 
IT have drawn their attention to, that the Turner Valley 
pipeline system cannot be considered 4 safe investment 
over a long period of years, then it should allow the 
operating comnany a return hor barrel that will amortize 
75% of the cavital value arrived at together with capital 
additions in the first five vears and the basis: of 


amortization sugeested for these five vears is 25% for the 
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first year; 20% the second year; 15% the thira year} 
10% the fourth year; and 5% the fifta year. The balance 
to be amortized over the estimated useful life of the 
pipeline, allowing the operating ee a reasonable 
Pate of Tretorn on its capital structure, taxes, and all 
other operating expenses. 

If the Commission comes to the 
other conclusion that the pipeline system, under the 
conditions that prevail and with an operating franchise, 
can be considered in the same class as the Calgary Gas 
Company system, then, after fixing its preacae capital 
value, should allow a rate per barrel that will return a 
reasonable rate of interest, taxes, and operating expenses 
and amortize the present capital values as well as any 
future capital costs over the longest term possible 
consistent with the useful life of the additional capital 
investments in relation to the life set by the Commission 
for the entire system. 

Jhatever co clusions the Commi ssio: 
may come to in order todetermine the rate per barrel 
that should be charged by the nineline system to cover 
given services, the Commission should recommend that the 
pipeline system provide services to the producer and 
purchasor that will gather the oil in the field from the 


producer's tanks, process it, if necessary, to marketable 


grades. 


I may point out that is a 
matter that has not been dealt with and it is very likely 
that in the future that will come up. It is one of the 


functions of a pipeline that if we discover heavg. Ail 
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that requires treating or settling, it should be provided 
that the pipeline will either sec that tho producer 
does it or will undertake vale it itself, so that 
the crude oil that is delivered to the pipeline PS cOt ie 
marketable grade, transport it to Caigary, provide a 
minimum of terminal storage equal to 15 days' average 
daily crude requirements of the total market with 15 days! 
free storage included in the rate, providing demurrage 
storage rates at .005¢ per day per barrel and that the 
pipeline company accept oil for storage as long as there 
is storage space avzilable in the system, and the security 
of value remains, provide delivery facilities at the 
terminals for tank cars and tank trucks, and nrovide 
direct »iveline delivery to ‘refineries large and small 
within a given area of the main trunk line or terminus 
under definite statutory conditions. 

Il pray that a prover tarire 
approved by the Board of :ublic Utilities of Alberta 
be published defining the services that the pvineline 
system is obligated to deliver, the conditions and 
Obligations that will govern both the shipper and the 
carrier; the price to be paid Tor cach’ or ali of these 
services, and the terms and conditions vf payment. 

Now, before going into this 


last page, I want to give my own views in conclusion. 


I have sat through some of the Sittings here in regard 


to this pipeline and as a result of the evidence I have 
heard and some that I have read, I have changed my opinion, 


at least the opinion I hel¢ at the beginning. And I have 
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changea it to this extent that while a the beginning 

I felt that a low pipeline rate was essential if we were 
2 compete with the operating comanies, that is, with 
the marketing comnanies in this field and in other fields, 
I now, after weiching a good many of the factors, have 
come to a different conclusion, that in the next few 

years that this Turner Valley field will DTOANGS, ait. Jay 
after piving 1% very serions consideration, it is my 
opinion that the interests of the industry and the public 
would be best served if the Commission considered Setting 
a rate sufficiently high to quickly amortize the pipeline 
investment. Because I feel that in view of all the | 
potential fields that exist in Ajdberta, and in view of 

the fact that some sort: of a transcontinental pipeline 
system will sooner or later emerge from the development 
of crude oil in the West, that our company, being @ small 
local company, may be nlaced at a serious disadvantage 

if through the fact that we have to pay a high pipeline 
rate in years to come, it may make it imoossible for us 
to compete with other fields in Alberta or in Saskatchewan. 
tL feel that if a comparatively high rate was granted 
at this time so tuat in three to five years the rate 
would be reduced to a nominal sum to cover operating 
expenses and small depreciation, that the interests of 


the industry and the public in the long run would be 


best served. 
Now, I have drawn the attention 


of the Commission to a new line in relation to this 


present system and I have done that because as a business 


man if I were to buy that pipeline to-morrow 1 would 
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disregard its past history, whether they made any money 
or whether they lost any, and I would go down there 

and value it in the light of what I could put in a 
pipeline for. I would value it not only on a capital 
basis but on an operating cost basis and after having 
determined the price of a new line and having weighed 
the relevant aatters 1 would then be in a »ositison to 
say "This line or the »resent system is worth so much 

to me, if IL am going to take it over and operate it and 
make a profit." aspecially if we take into considera- 
tion that, while it is only my opinion, yet it looks 
quite probable that Turner Valley will produce some 
considerably more oil than what thé vest requires, and 
that in a short time it. will have to provide pipeline 
facilities in excess sf what at present exist. Asa 
result the Royalite pipeline or any Other pipeline will 
be faced by competition, so that with a comparatively 
high rate in the first few years of its existence it 
will be fin a better position to meet the situation when 
the other development takes place. it is not likely in 
the next year or two years that the rest of the field 

is going to be drilled sut. ‘hy? Because it is very 
nlain that the »roduction will be restricted to the 
market demands of puetieee: Canada only until such time as 
there is sufficient over that to warrant other markets. 
vhenever that time comes then it is natural there will 
be competition, because it is not likely that if, for 
instance, the Standard 0il of California, which has now 


purchased some acreage in the North end, it is not likely 
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they will allow another company t transport their.oil 
if they ans they can mace a vrofit or they see they 
can do it to their advantage ‘to put in another pipeline. 
So that while 1 am not concerned between the opposing 
interests of the large companies, I am concerned for our 
company, and 1 feel, as a small independent and local 
business, in three or four years or five years at the 
most it will be considerably hardor for me to operate 
than it is now because with the interest that is being 
shown in Alberta oil fields, there is no doubt in my 
mind that practically all the large companies of the 
Uhited States will be represented here and will make a 
good search for oil. as a resultI submit that it would 
be better to give a higher rate. for the next few years 
and amortize the line quickly rather than extend it 
over any longer veriod of years. 
THe Chal ah AN: what rate are you suggesting? 
Rive © LAPD YS Well, in view of the fact 
that I already suggested a rate in my previous brief 
it probably would not be right for me t suggest a rate 
at this time. 
THE CHAT RMAN : Why? You say you have changed 
your mind in some respects as a result of hearing the 


evidence. 


- MR«e PLOTKING: As a result af hearing the 


evidence and weighing all thc matters as explained by the 
various witnesses. 

TH: CHATRIJAN: We will be glad to have the 
benefit of the opinion that you think is right, not 


an opinion that you have now corcluded is wrong, 
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MR. TLOTKINS: _ Well, in view of the fact that 
the rate, that the pineline charge is not of nrimary 
importance at this time, because there is really no 
competition, while it is true we have heard here that 

the Illinois field and the Cutbank ficld can come in, 

it is my subsission that these factors do not weigh very 
heavily at the present time and are not Likely ts, Por 

the next three or four years. But there are other con- 
siderations that I have enunciated and in view of these 
facts, as long as the Commission or the Board of “’ublic 
Utilities will put everybody on the basis where they can 
go to the pipeline and expect service on an equitable 
basis and a pre-determined basis, that is service in 
transportation, service in storage, service in loading 
and handling, if that is done, I submit that a ten cent 
rate would be equitable, taking everything into considera- 
tion, and allow them a ten cent rate to amortize the 
pipeline as quick as it will. “ten when that is done 

the rate can be reviewed. 

We. COM DT SST se LIFSeT ':. Have you Looked Jn¢s the 

fact, |r. SLetkins, that the difference between 
depreciation spread Over 9 years anddepreciation spread 
over 20 years is only representative of about 1 cent, 

a little more Pie a: cen t? 

MR. PLOTKIwsS: I have not studied the figures. 
But whatever the figure, if it could be depreciated in 

5 years to the extent of "5% or even more per cent,., 

well, then, 1 believe that the interests @ everyone 
would be better served if that were done ,because we have 


another fact that lL want to draw to the Commission's 
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L. L. Plotkins. 
attention. #e have the history of ‘ontana, where the 
rate started very high only for a short number of years 
and it went down and they are now Pe less than half 

aid the result 1s the Montana producers can seek 
markets in Wyoming, in North and South Dakota, in 
Washington and in Idaho. So the purpose was best served 
in that field and I submit it will be best served in 

Gide: field: 

TH: CHATRMAN: AS a user of the pipeline 

you would be quite satisfied to pay 10 cents a barrel? 
MR. PLOTKINS: Yes, 1. think “So, 

TH CHATR AN: ire Flotkins, another matter, 
some considerable time was taken because we thought it 
our duty to do so, worrying over a problem of yours 

in connection with the pipeline conection. I obyerve 
neither you nor Mr. Nolan have had anything more to say 
to us about that. 

MR. PLOTKINS: The reason I have not said 
anything is in the last part of my brief I have mentioned 
"to provide direct pipeline dclivery to refineries large 
and small within a given area of the main trunkline or 
terminus under definite statutory conditions.” The 
reason I have not elaborated on that is I am not in a 
position to submit anything conerete on the basis of 
what has been done somewhere else exactly, because 1 do 
not kncWs IT assume from the remarks of the Commission 
that the Commission would work out what in their 
estimation would fit the circumstances. Becuuse I can 


report we have come to no agreement to this date and 
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I do not know what the conéGitions will be and I am just 
devending on this Commission ‘for to submit a plan 

that will be applicable, not only to me but to other 
refineries. So that that is the eee eeat have not said 
anything about it. 

MR. CUMMISSICNER LIPSETT: In view of that there is no 
arrangement come to, don't you think you should tell us 
carefully what, in your opinion, world be fair for you 
rather than that we should guess at it? 

MR. PLOTKINS: J will repeat what I think I 
have already said - I may not have said it - but what 

I would consider would be fair under the circumstances. 
in view of the volume we are likely to give to the 
sipeline comoany and the fact we have been in business 
for some, co ;siderable time, and there 1S nothing a0 
indicate that we won't for a number of years stay in 
business, i feel that the pipeline company should instal 
the necessary valves at the junction where they are going 
to serve us and they. should put in a pipeline t our 
property line. From then on we should carry on to our 
own tanks. Now, the reason 1 have pointed out that we 
haye been in business for some time and likely to continue 
to do is to show, and I do not believe Tf think the 
Imperial or the Royalite is not of the same opinion, 

that we are not likely to pass out of the business picture, 
this year or next year, and as a result there isa 
certain amount of stability even if the Royalite does 
make that investment and in my opinion the first year 


will vay for it. Because there is no oxtra exnense in 
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running through the 150,000 barrels. The extra expense 
is sO Small that if we did not ship that the expense 
would not be reflected to any extent in their Regard wae 
schedules. Boycvhat if they put in this line it is 
additional revenue, lL EnaOW 25 they conptinte. uo 
charge us 21 cents or even 15 cents, that we now have 
the equipment on order that will suecessfully compete 
with it. So that we are not likely to vay them any more 
sh Voreemis...00 1t 1s up to’ them. 1t "its a> business 
Uropesttion. If they dom t féel that it fs worth vy = 
of course... they have resisted as has been Shown here - 
if they do not feel it is worth it T submit the future 
reason for resistance is not altogether a question o& 
revenue, pipeline or rate, or a matter of expense. 

it was clearly shown by Mr. Nolan that the main reason 
and possibly the only reason was a matter of our company 
competing in the purchase and sale of oil. So that if 
these considerations are got by the company, and 

they look at lt exactly or only on. the basis of 
transportation, I feel that there certainly will be 

no trouble in coming to an agreement. fe have not 

come to anz greenent andl Pi aaea te the Commission to 
do the best that they feel should be ione to give 
everybody what is coming to then. 

MIR. CUM ISCICNER LIPSSTT: You put it here on the 
assumption for the moment there is no agreement with the 
ecmmany. You put it here that they should provide direct 
pipeline delivery to the refineries, large and small, 


that is including your refinery? 
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WR. PLOTKINS? Fhat i's correct. 
MR. CUMuISSIONER LIPSETT: Does that mean you want then 


to give you delivery to your refinery exactly the same 
way and under exactly the same terms as they give it 
to-day to the Imperial 041? 
MR. PLOTAINS: tes, siz, or the Bs a. when 
they get their refinery here. 

MR. COMMESSICNER LIPSETT: That should include the 
tapping of the line and put*ing a delivery line to your 
premises? 

WR. PLOTKINS: Yes, sir. 

MR, COM: ISSIONER LIFSETT: And they should have their 
man there to do the measuring some reasonable time, 
once a week or whatever time is necessary? 

MR. PLOTKI:'S: Yes, sir, the same as they do 
Mi ore ae) a when they are gathering crude. 

MR. CUM TSsTOM@R Lit ott: Is that what they ds for the 
Imperial in the present service? 

MR. PLOTKINS: Well, of course, in the 
present service one man performs a dual function, as 

I understand it from the evidance. He gauges both for 
the Royalite and the Impcrial, and being that the 
terminal storage is in the yards of the Imperial it is 
only a matter of con enience. In. our ease it would 
certainly be more expensive for the Royalite then their 
present arrangement with the Imperial. But it would be 
no more expensive than the arrangement they are likely 
to have to come to with the British American. 


WR. COMMISSIONER LIPSSTT: If that service is not given 
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to you or to somebody else, exactly Similar to what 

is at present given to the Imperial, how do you think 

we should deal with that? Do you thi ak that the 

rate should Fe dee up Of so much for the amount of 
transportation and so :uch for the delivery charges at 
this end? 

MR. PLOTKIS: “yr. Commissioner, I think 

even if the expense was what has been shown, that it 
would be, a matter of two thousand dollars, and if 

there were five refineries or ten refineries end it 
required. $2,000.00 per refinery, $20,0C0.00 added to the 
operating expenses of the Royalite Pipeline Company 

would not affect the rate if the extra volume went 

through that pipeline. 

MR. CUM.ISSIONSR LIPSETT: Now, it may be. But what I am 
putting is, supposing we have no power to compel them 

to give you that connection, at their expense, and that 
you had to incur this expense yourself, 18 1% your Opinion 
then that the oe of doing that, the amortization cost 

of doing that and any other costs connected with it 

should be deducted from the main rate that would be fixed? 
WRe CLOTS: Yes, that would be one practical 
way of doing it although it is my ovinion that if the 
sipeline is a common carrier and gathers crude it should 
certainly fulfil the function of delivering it. If the 
conditions or circumstances are such that in its con- 
siideren opinion the pipeline company feels the investment 
is not justified because the refiner or the purchaser 
fe not a sufficient... user or 1s not on 48 stable 


financial basis, well, then, I believe that the proper way 
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to handle that would be to have the user, the refinery 
or the pur chaser » pay for putting in the facility, but 
that he be reimbursed at & reasonable rate per barrel. 
MR. COMMISSIONER LIFSETT: By a reduction? 

MR. PLOTEKINS: By a reduction of the rate, 
for the amount of oi] that goes through that connection 
and in that manner it would amortize itself and at no 
expense to the pipeline company. 

MR. CUMMISSICNER LIBSETT: Or to the custcamers? 

mms FPLOTKING : ~r to the customers, that is 
correct. 

MR. CUMMISSION@R LITSETT: Who would be the judge as to 
whether the oneration would be a reasonable one. Take 
the case of bir. ttunro, for ins tance, we have heard a 
little about it. 


MR. PLOTKINS: L believe it is the duty of 


the Commission to set the limit that the pipe line company 


shuuld be guided by in giving the service. I note 
that in the pipeline tariff in Montana there is a 
minimum delivery @ 500 barrels and it also provides 
that the pipeline company will deliver to the refinery. 
Now, we have not had and I have not been able to get 
any information further than that. So + do not know as 
to what conditions are imposed by the Montana tariff 
as to the amount of oil that should berdelivered oer 
year or period or who makes the connectio.. But IL do 
know that it is vossible to estimate the cost and the 
pipeline couvany would be justifiec ip, calculating, 


or the Commission wold be justified in saying in the 
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case of a connection of this nature "We must amortize 
it in two or three years." In other words, we can 
gauge the amount of crude that that refinery would take 
and test it as against the cost of the line and if it 
could be repaid on the basis of 2 cents per barrel in 
5 years 1 think that that would be one way of weighing 
the circumstances and setting up some sort of a yard- 
Stick by which the pipeline company would be governed. 
MR. CUMMISSIONER LIrSe?TT: What do you say should be 
done in reference to these tams cars or tank waggons 
that people might want to load by? Should that all 


be done by the Royalite as part of the transportation 


service or not? 


MR. PLOTKINS? If we are to develop the oil 


resources of this country and if we are to have competition 


which is in the best interests of the country, it is 
my opinion that the pipeline campanies, whether the 
Royalite or any other, should provide facilities for 
the users, large and small. And if the C oumission 
feels that the expense involved in providing these 
facilities 18 of such a great nature, tTiat is, 10 costs 
so much money, then it should allow the capital value 
of these facilities and include them in the rate. 

MR. COMMISSIONER LIPSETT: It may be that the C ommkssion 
has not any power to order them to make any capital | 
expenditure. Does that come back to what you said in 
your own case if they did not do that that the rate 
shoujd be reduced by an amount equivalent to this 


service? 


MR. PLOTKINS: No, I do not think that is 
practical. Another thing, you say the Commission has 


not the power. It is my understanding what the 
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Pom dete Proposes TO do isa to recommend certain 
regulations and that those regulations should govern 

the oneration of this pipeline and will fit the’ 

cirucms tances th: ¢ exist anc will provide services 

that they feel in the light of the evidence that 

has been submitted will take care of the public, both 
the producers and the purchasers and sellers. and the 
public in general. So that 1 cannot quite see why the 
COMMLSSE On 1S not in a position to say "This is what 

is required. If we are to orovide them here is the 
eonditions that we think is Pair for both the public 

and the comvoany." 

WR. CUMMISSIONER LIPSET?: It might be, as I was putting 
to you though - it would be subject to what the Chairman 


thinks - that the Commission has not thc power to compe] 


‘the pipeline company to make an expenditure such as 


the expenditure of connecting up with your premises, 
whatever they recommend. In those circumstances, what 
might be the alternative way of doing it, of recomiending 
that so much be taken off the rate that you would pay 
because you got less service than the Imperial gets. 

I do not know nether ‘hat Ys “a Pre ctivcal Way wr ew, 

MR. PLOTKINS: It just ran through my mind 
while you were speaking, th  t that really is not é 

very great matter. For this reason, that if you allow 

a coupany a direct pipeline and we are able to lay 

erude in our bape at the same orice as Imperial or the 
British American, or if you allow any other small company 


that they will be only too glad to accomucdate other 
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reflineries-or other -urchasers’., either in’ shipring.i.«. 
ia fact it will have an automatic effect of putting 
that phase of the nipeline system ona paren tee 
basis. Because if 1 can see, - and that is what was 

in the mind of iir. Nolan when he mentioned this 
competitive practice - if I can see a w..y to make some 
money by loading tank cars and I can see I can load for 
4 cents instead of 5 cents and make some money and 
provide everything that is necessary to give the 
seryice, I am going to do it, the same with loading 
tank trucks. So that that may be the answer to that 
phase of it although it is my oninion that the pipeline 
as a system shsuld provide that service. 

MR. COMIISSIONER LI-BaTT# That is what I am coming to. 
That alternative would suggest to my mind the Imserial 
Would "do ali this jobbinge business and cut gut Pr. 
HUnPO. Or Some pod ¥ else. 

wine: € LOIRE: Cut suv, well,” taow eget 

MR. CUMMISSIONGR LIFSHIT: would not they be entitle, 
or any person else, entitled to get the same service 
that you may or the Imperial gets from the pipeline 
JSompany? 

MR, PLOTKINS: Yes, I think the small 
refinery, such as ourselves or anybody else, should be 
able to go and get his crude in tank trucks but due to 
the fact that loading tank trucks is more expensive 


and entails more loss than loading tank cars, I believe 


it would be fair to impose a loading charge when it 
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is delivered to tank trucks. Because we fim the same 
differences in loadi.g finished products, in the United 
States and here. It has become to be the custom 

that we charge either a quarter ora half cent more per 
Bolton over trnk etr prices if we are Londing ténk 
trucks with finished products. ‘So that possibly I 
believe it would be fair to make a charge for loading 
tau iPucks With crude sil over the regular pipeline 
rate, due to the fact that it is more expensive and 


entails more loss and is usually more dangerovs. 


(Page 2894 follows.) 
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wAJOR LIPSETT: _Do you want to deal with this 
last page, the figures? 
nitte PLOT ICIS: Yes. Now the first part is to 


show, I have taken the 6,000,000 and measured them by 

7% for each year until 1948 and it comes to 82,898,680 
barrels. Then--- 

MAJOR LIPSETT: what are those figures. 

Bikic PLOTKING: I have taken the consumption of 


6,000,000 barrels, which has been est inated. 


HAJOR LIPSUTP: And added 7% each year? 
vite PLOTRINS: And added 7% each year, because 


I feel that it would be improper to base it on a straight 


6,000,000 throughput. 


viRe FRA! LEY: Are these barresl? 

Mike PLOTKINS: They are barrels. 

iiRe FRA sLieY: They are cents. 

LiRe PLOTKILYS: There are two zeros more than 
should be. 

TH! CHA AN: JjJnat is the total, these are bare 
rels. 

idk. PLOTAINS: These are barrels. 

MAJOR LIPSETS: And that is increasing from 


6,000,000 by 7% each year. 
iiRe PLOTKINS: Yes, that is my opinion. How 
much crude the West will require based on the present con= 
sumption of ©,000,000, providing the consumption increases 
7% uniformly per year. The next I have here ol oe miles at 


$15,000 per mile. Now I have taken the trouble to wire an 


Amerisan concern to get the price of 83-inch pipe, Beamless 


pipe, 1500 pounds pressure, etc. 


MAJOR LIPS#TT:: Ts that for 8-inch pipe line? 
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Mike PLOTKINS: That is for the Beingh pipe 
line and I have calculated the balance of the expenses 
that would be Bey seeany to put the pipe line in the 
ground properly. gathering, etc, at $15,000 per mile, 
and arrived at the figure of $465,000 and I have taken 
70 wells. that is the crude oil wells. If I remember aright 
the testimony was 68 actually, or actually crude oil wells 
in the crude oil area,,and allowed a half a mile on an 
average for gathering lines and I had taken fifteen miles 
of the lateral, that is the gathering from the field, and 
arrived at a total of St miles, and averaging it at two, 
three, and four-inch pipe and determined the value at 
$66,000 per mile for 50 miles, and taking an estimate of 
the pump and structure and equipment ets. of $150,000. 
Now I have tried to be generous in those figures. wWork- 
ing capital 935,000, and arrived at the total that in my 
estimation would put a new system to take care of the crude 
oil area and to deliver a maximum of 28,500 barrels per 
day at a cost of $985,000. 
THE CHAIRMAN: And how many barrels per day. 
MR- PLOPKINS: A maximum of 28,500 barrels, that 
is the amount if I remember right Mr. Coultis stated was 
the maximum that went through the present system and it 
just happens that an 8-inch line at a 1000 pounds pres- 
sure, with a zero pressure drop, will transport that much 
oil under the conditions that the kKoyalite have used in 
their 6-inch calculation. 
MAJOR LIPSUTT: That would leave no margin of 


safety for a break-down during the peak seasone 


MR- PLOTKIKS: Well it would be no worse than 


the present system except the present system does allow 
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for, if one line breaks. the other one can Garry on, 
where with this 8-inch line if the line ‘broke why it 
would stop all the operations.» Now the operating costs 
I have calculated them on the same basis as was submit- 
ted before, $1.2 miles. 

THE CHATIA AN: Theat is ¢35,000 you are proposing 
to allow them aa a working capital of (25,000 a year. 
MRe PLOTRINS: As a total, not per year. That 
is that much money which is necessary to pay the men and 
meet the wages. In other words just ordinary capital. 
THA CHATHMAN: You think that is all the ad= 


ditional capital that should be added for then to carry 


One 
wiKke PLOTKINS : For working capital. 

THE CrA TRAN: Yes- 
MiRe PLOTiINS: Yes. It is a business that does 


not require any big amount of capital. The large capital 
is their line. 
THi; CHALRMAN: It is suggested that they could 


do with much more working capital than that. However, timt 


is your view. 


MR. PLOTKINS: Yes. 
TH! CHALRMAN: I just wanted to know. 
Mike PLOTKINS: The accounts are payable monthly. 


They have security on the oil. They do not have to release 
it until they are paid and the result is there is no, in 


my estimation there is not any likelihood of any serious 


bad debts. It is not going to. drag, that is the col- 


Lections are not going to drag and they are dealing with 


responsible companies so that the amount of working capital 


that a system of this sort will require--~~ 
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THE CHATANA N: You will remomber Mr. Coultis 
has a lot of new things that he wants to buy. 

Mine PLOTKINS: That is different. Phat is not 
working capital. 

THE CHAIRMAN: You are not treating timt as 
working capital. 

tike PLOTKINS: No, I do not believe that is 
properly considered as working capital, that is additional 
capital expenditures which have to be made from time to 
time and working capital is a fund which they use over and 
over again, whereas the other wey, they will have to pro- 
vide additional capital to take care of any expenses. 


mAJOR LIPSETT: You are limiting it strictly to 


the working capital. 


viRe PLOTEINS: Yes. 

MAJOR LIPSst?: As apart from future capital ex- 
penditure. 

Mike PLORKINS: Yes, and I have not tried to 


show the amount of additional capital expenditures which 
will be required by the system to take care of the addit- 
ional depreciation that takes place from time to time be- 
cause that will have to be estimated by the Commission in 
the light of the evidence which has been submitted and it 
would be no greater, but likely smaller, for a new line 
than it would be for the present one. 31.4 miles at 104 
a hundred barrels for 6,000,000 barrels per year amounts 
to $210,000. ‘fell now that is considerably more than, in 
a sense than what the expense is now in the United States 
but we have here usually a one-third, we estimate in all 
our calculations one-third more for operating expenses 


here than we do for the other side because everything costs 
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approximately one~third more, so that for Turner Valley, 
the conditions that prevsil, and I have weighed the labour 
rate, the administration rate, ona Sheet, that is against 
a table that was furnished me by a large engineering com- 
pany in the United States and I fina er we can safely as~ 
sume & one-third more expense for this side than on the 
American side. Interest 8% on $983,000, $78,640. Income 
Tax I have based that on 22%. it is not quite scientific 
because I did not want to go to the trouble to give it to 
our accountants and auditors to determine it accurately, I 
thought I was just trying to show a principle and it was 
not essential tmt I should know right down to a specific 
amount, to accurately estimate the amount. Additions average 
yearly $50,000. Now there I have tried to weigh or to 
evaluate what I believe would be necessary to take care of 
the additions and if we go back to the evidence and the 
Commission finds that it will take a yearly average of SO 
many wells per year, so many wells to maintain the produc- 
tion, then I believe that the proper way to weigh the ad- 
ditions is to calculate those wells at an average of so 
much pipe, half a mile, although in the forth end for the 
next two ortthree wee that average which I have used of. 
a half a mile in the South end, will not apply, because the 
distance will be greater and the pipe line company tay find 
itself, as it did with this last well that came in in t he 
North end, where it will be obligated to go three or four 


miles or more to get a well, so it will be pretty hard to 


estimate what the additions will come to in the next two or 


three years but if they are averaged over a period, it is 


my estimate here that g 50,000 per year will take care of this. 
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Now the same Taw there, the eens remarks applies to 
this matter that IT have made previously and that is that 
in the next few wells the pipe Whe will be called upon 

to extend its gathering facilities to a greater extent 
than the growth of its throughput and the expenses will 
be greater so that for the first few years $50,000 woula 
certainly not be enough but over the period o& the life 
time of the field as reflected in the pipe line, that is 
if we give the pipe line an average life of ten years, 
$500,000 will certainly cover all the additions that the 
present pipe line system can take eare of, so on this 
basis the cost per barrel of 6,000,000 barrels, it shows 

a rate slightly under 6¢. 
MAJOR LIPSETT:; Where do you take care of the 
amortization or depreciation? 
MRe PLOTIINS: well as was pointed out in the 
previous statement that I gave to the Commission, I think 
it ie Hxhibit "200", L had failed to properly weigh the 
facts that were given to arrive at the operating and total 
costs and in checking the matter over I found that the 10¢ 
per 100 barrels per mile covered amortization. Now I have 
considered amortization and depreciation the same thing, 
although it really is nots Depreciation is actually ob- 
served depreciation and amortization is what we will name 
ap the given life to amortize it, to get back the ine 
vestrient so in this figure here this includes amortization 
at the rates which were previously used and’that would vary 
between 10 years and 20 years. 

THE CHALHuAN: And have you any opinion to offer 
as to the life of this field at the present rate of with 


drawal or as to the oil reserves which remain in the field, 
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Have you any views about that in the light of all the- 
evidence. 

Mike PLOTKINS: No, I can give you my opinion 
for what it is worth. [I have made no study, no particul-’ 
ar study. JL fave prepared reports on that subject from 

a marketing standpoint, not witha view of estimating the 


life of the field for pipe line rates but it is my con~ 


sidered opinion that to take care of the west, that is the 


market of the iwwest, between 6 and 10 million barrels, that 
it can be safely assumed that we will have crude to take 
care of our needs for 10 years and in making any invest- 
ment I certainly would not go beyond that because I would 
not concern myself beyond that. 

THE CHA IRAN: That is at a rate of withdrawal 
up to 10,000,000 barrels a year. 

MRe PLOTKINS: That is the maximum. I am con- 
sidering that there will be a gradual increase. That does 
not mean 100,000,000 barrels. FE consider that starting at 
6,000,000 and going up to 10,000,000 in ten years, tmt the 


field will take care of that. I say safely that we can ex- 


pest to get that much oil out of Turner Valley. 


MAJOR LIPSETT: That would be an average of about 
8% million a year spread over the field for ten years? 
MR~- PLOTKINS: That ie correct. Now these con 
clusions of course are not just pure guesses. I have had 
to concern myself with that fact to the extent that I am 
making an investment in a plant, cracking facilities, and 
it camnot be repaid in two years, so that I have had to 
investigate and evaluate to my satisfaction how much crude 
there i8 and how long we can expect to get crude out of 


Turner Valley and in view of the fact that as we go down 
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the structure the life, not only the life but the amount 

of crude oil which we get per well is greater, I have 
tried to average both down structure and neay the gas 

cap and also calculate the amount of acres wk ich look to 
me a8 productive and I have come to the conclusion that 

we can safely assume that we have ten years supply for 
Western Canada» Now in that reppect if the independent 
producers' viewpoint prevails and they start Shipping that 
oil to Ontario or tc China, we may not have 10 years’ sup- 
ply but I am not very much worried about that because no 
business man is going to talk about putting in any pipe 
line either to the Coast or to the East until there is 

not only sifficient oil for the est but a surplus because 
the home market can afford to pay more for that crude than 
the distant market and no one is going to put ina pipe 
line and expect to get cheap crude with which to meet world 
Gompetition, so that I can safely say that unless we dise 
cover new fields of consequence that Turner Valley will 
nicely take care of our needs at least, and that there is 
more oil than that; the price that the crude oil will sell 
at . and the surplus will tend to increase consumption 
in the Vest, in other words we will find new uses and in 
place of 84 million we may como up to 15,000,000 with the 
result that the best market that we have is our own home 
market and everything should be done to encourage the use 


of that oil in our own Western Canada market, instead of 


shipping it somewhere else- That is all I have to say, 


thank you.e 
THA CHAL HUAN: What would you now Suggest, hire 


Frawley, whatever you say- 


MR. FRAWLUY: Well tire Harvie has to address the 
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Commission. IL do not like to be a driver but I woulda like 
to be abie to be quite sure that I will finish tomorrow. 


If you want to hear lir. Harvie tonight, or let him get 


started. 

THE CHATHUAN: How long will you be tomorrow, Mr. 
Harvie. 

like HARVI a: I think I can finish well within 


[ne 0ur, fre Chairman. If it is agreeable I would Sooner 


start tomorrow, although I am prepared to go ahead now. 


THS CHALTRMAR: How long do you expect to be, iir. 
Frawley. 
wike FRAWLLY: Well I eertainly think, it is 


difficult to estimate these things, but I think I can finish 
in the session tomorrow, oh yes, I certainly think so. 

THi CHATRIAN: You prefer to go on tomorrow after- 
noon, i:r- Harvie. 

MR. HARVIE: I would prefer so if it: is. agree- 
able to you. 

THS CHATRiUAN: well we do not want to shorten any- 
one but if it was thought we would not finish tomorrow I 
would rather come back and. ait some more tonight, rather 
than press ir. Harvie nows However, if it is thought that 
undoubtedly both Counsel cam finish tomorrow afternoon why 

I see no reason why we should not meet Mr. Harvie's wishes. 
You each have a good idea of how long you will likely take 
ana you feel satisfied that you can finish within the hour, 
ir. Harvie? 
Mine HARVIL: I do, hire Chairman, and the real 
reason that I am suggesting it is this that I have just, 
since I have been sittiing here, received instructions fron 


the Fast that I would like to consider overnight and it may 


put my argument in shorter form. 
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’ THE CHAIRMAN: | Now assuming your hour ip weughly- 


right, and I am not trying to hold you to it-+ 

Ik. HARVIE: That is fine. _ 

THi CHAT AAAN: It is just a matter of trying to 
estimate this. You figure you can conclude in the remain~ 
ing three hours;-Hi- Frawley. | 

MRe FRAWLGY: Yes I do. 

THs CHATHAN: Vell then, under those circumstances 
L think we will do as you ask, Mire Harvie, and put it over: 


until tomorrow afternoon. 
(THE INVESTIGATION WAS Hikii ADJOURNED TO BE RESUMED AT 2 P. hie 


WEDNESDAY, MARCH 8th, 1939). 
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THE CHATRUAN: | Nr- Wolan, before iir. Harvie 

opens we have had wire Plotkins' views from the stand~ 

point of a refiner as to what is the proper rate per bar-~ 
rel to charge for transporting oil to his refinery, and 

i dare say we will hear from iir. Harvie. Do you speak 

for the Imperial Oil? 

MR. NOLAN: No, wire Chairman. 

THE CHATHMAN: You see your position is, and we 
have so regarded it at any rate, that you represent all 

of these companies that are associated. You have said from 
the standpoint of the pipe line department of the Royalite 
that the rate should be so and so. You have asked us to 
think of it as a separate entity perhaps to do this work. 
Lik. NOLAN: Yes. 

PHE CHA TAN: Wow you represent some one else, 
the Imperial, that is having oil transported and if dis- 
associated from the Koyalite pipe line department would 
naturally wants its oil carried as cheaply as it could be 
carried I suppose. 

MR. NOLAN: I have not, as you say sir, ap- 
proached it from that angle at all. 

THE CHALTAWiAN: I wonder if we could hear from the 
Imperial. You know what JI mean. 

MR. NOLAN: | Yes. 

THE CHAIRIAN: If you are not authorized to speak, 
should not someone who is, speak for them or--- 


liRe NOLAK: Or for me to get instructions. 


THE CHAIRMAN: Yes. 


MR. NOLAN: That can be done and it can be 


done very simply and I will take steps to have it done. The 
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difference in time embarrasses ne though, it is after 

4 o'clock now, but I will do my best to get instructions 
before we rise tonight. 

THE CHATRuAN: dell io ia een 

MR. HARVIE: Mr. Commissioner; Counsel that 

we have already heard have dealt so thoroughly with the 
evidence and the law that I think my task has been consid~ 
erably simplified and with the result that I propose to 
direct any remarks I have to make generally to the physical 
pipe line system, its facilities, its adequacy and such 
matters of that kind and secondly to the rate. As a large 
purchaser of oil in Turner Valley the British American Oil 
Company, Limited, not having a pipe line of its own is 
naturally interested in the rate it has to pay ‘or trans- 
portation through the existing pipe lines of its oil from 
the Turner Valley field to Calgary.» I may say also it is 
equally interested in seeing that it receives satisfactory. 
and adequate service in that connection and that the service 
is efficient in every way. To date we have been referring 
to this phase of the Inquiry in rather a general way as that 
respecting the pipe line rate-e ‘ve have found that from time 
to time new matters have arisen which have had to be consid- 
ered and which possibiiity extended the scope of the Inquiry 
beyond thut which was really anticipated would be dealt with 
at the moment. I feel that it is advisable before proceed= 
ing further to make somewhat, to be somewmt more specific 
and to ascertain with some exactness the items that we are 
presently considering so that we may make certain that all 
such items that the Commission now proposes to deal with in 


its report are spoken to at the moment, that they are spoken 


to or that we have an opportunity to speak to-e 
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I therefore have gone‘to the Commission which appointed 
you as Commissioners, sirs, and picked out those Ret ens 
that I think possibly would be applicable to this phasne 

of the Inquiry, just to see that we do not overlook any- 
thing, and generally I would say that subsection Dy OL 
section 1, which deals with the transportation and cost 
and prices, needs to be dealt with and that section D of 
subsection 1 "The cost of gathering, handling and transport 
ing in Alberta of crude petroleum and of refined products 
and without limiting the generality of the foregoing", and 
these additional items, rate charged and what the fair and 
equitable rate now should he comes first; secondly the ad 
equacy and efficiency of present pipe line facilities and 
thirdly whether existing pipe line facilities result in or 
tend toward an unwarranted control of the price of sither 
crude petroleum or refined netroleum products. 

Now I think we can go down to sub- 
paragraph L of Section 1, that is "whether any charges of 
any description made in respect of the production, process= 
ing, handling, gathering or distribution of crude petroleum 
and refined petroleum products or any of them is excessive", 
ete. and also to Section ij, as to whether there are any im= 
proper expenditures and Section N, as to the advisability of 
taking over the pipe line.» 

THE CHAIRMAN: | You say D, L and M. 
bike HARVIL. IT said D, mre Chairman, L, M, N and 


0, the general omnibus clause. 


Now I am dealing with this possibly 


in the reversed order. "0" is, as you put it, is the omnibus 


clause and we know what it means. 


tae 


4 


te 
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As to "N", that ni eape in which 
you are instructed to report on the advantages and dis- 
advantages to the people of the Province in the Govern- 
ment of the Prov ince of alberta taking over the wholesale 
and retail distribution of petroleum products in the 
Province. As Commission Counsel has not submitted in his 
recommendation any suggestion that that action be taken 
but rather that the pipe line facilities be declared a 
public utility and operated by the present owner itself, 
LI am taking it thet the Commission will possibly not give 
the other consideration at the moment and I will not address 
any more remarks to that phase. 
THE CHATRiual : I have already invited you not to 
assume anything avout us, just whatever you think wise. 
MR. HARVIL: well I may have to consider that. 
Then as to paragraph "iw" affecting unnecessary expenditures 
and whether any expenditure is incurred in or incidental to 
the production, processing, handling, gathering or distri- 
bution of crude petroleum and refined petroleum products or 
any of then, are unnecessary or which is not essential or 
is not in the public interests, it would appear to me that 
the suggestion is that, at least the direct assets used in 
the pipe line system would be taken over as a public or de- 
clared to be a public utility and governed as such and that 
the only question which arose at any time was as to the 
necessity of terminal storage. In my opinion these are the 
only items that it will be necessary to deal with under this 
section and I take it I can dea? with that later. 

As to excessive charges, Which is 

~E think there are two items which might 


sub-paragraph "L", 


be discussed in that regard and that is the item of charges 
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such as those made for the use of the facilities and 
services that are presently being enjoyed by all depart~- 
ments of the Royal ite Oil Company and secondly the charges 
made by the Imperial Oil or others in connection with the 
taking delivery of crude oil from the Calgary terminal nf 
the pipe line. As you will see, no evidence has been 
submitted With regard to the question of the unwarranted 
control, Ll am going to adopt the suggestion of Commission 
counsel and let it stand with his suggestion. 

As to the adequacy ad efficiency 
of the pipeline it appears to me that, subject to t he 
additions included in iir.¢C oultis’ estimate for the year 
1939, the system is adequate and is being operated efficiently 
to meet present requirements, sxcept in respect or such 
items as I will deal with respecting terminal facilities; 
with the result that the cnly other item is D-l, which 
is the fair am equitable rate. There have been, however, 
tvo other items that have come up during the Inquiry that 
I think maybe should bo mentioned am that is firstly, 
as to the advisability or otherwise of having the pipeline 
Carried on as a separate entity. There would appear 
to be advantages and disadvantages to mving the pipeline 
system as a separate entity but on the whole if satisfactory 
arrangements could be made with the Royalite Company to 
supply administration, utilities and services on some 
reasonable basis, I believe that it might simplify matters 
inthe future if the system was carried on as a4 separate 
entity. It is possible that Mr. Frawley in his reply 
will make some suggestions in this respect. 


The second item is that of monopoly. 
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Firstly, I think this is the really most important one,the 
sugsestion that the present pipeline system be granted 

a monopoly for transporting crude oil by pipeline from 
Turner Valley to Calgary first arose in Mr. Frawley's 
argument and no evidence tas been submitted in respect 
tothe effect, if such action were taken. Under these 
circumustances and realizing the very far-reaching effect 
any such action might have, I cannot help but feel that 
consideration should not be given t.o any such suggestion 
at the presenttime. I really do not think I have anything 
to argue on one way of the other so far as the evidence 

is concerned. 

Those are ny @mments just on the 
general phases that we may be dealing with at the moment 
and I now come to deal withthe pipeline as a physical 
system and I Ipve already dealt withthe adequacy and 
efficiency of the pipeline which, as TI say, is ample, 
and is efficient, except as to the terminal facilities. 

Now, dealing with terminal 
facilities, I have gone into that with a little more care 
than 1 might otherwise have, for he reason that I have 
not heard any suggestion made that would give my client 
the facilities that I think it requires and that it should 
have, and which should be included in the pipeline rate. 
The matter of terminal storage comes first, and then there 
is the matter of other terminal services and facilities, 
all of which have been the subject of considerable argument 
by counsel and I imagine they have become quite a problem 
to the Commission, and I propose to deal with them in their 


various phases, firstly, storage- The storage, 1 believe, 
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as far ap the pipeline system igs cGoncerned, can be divided: 
into four divisions, what I will call firstly, field 
storage, secondly, terminal operating storage, thirdly, 
terminal rental storage and fourthly, refinery storage. 

I might say, wr. Chairman, those 
are only my own terms. I do not know that they are the 
usuSsl ones. 

As to field storage, there would 
appear to be no dispute that some is necessary and that 
any that is necessary should be included in the pipeline 
rate. From the evidence it appears to me that that now 
being supplied meets the situation, at least for the time 
being. 

As to terminal storage, the charge 
for this, I submit. should also be included in the pipeline 
rate and should be restrictsd to such storage at the terminal 
of the pipeline as is required by the pipeline company to 
operate its system effectively and to give reasonable 
service to its customers. 

THE CHAT RAN: Any suggestion as to that? 

MR. HARVIL: Yes, wwr- Chairman, I have. TI might 
say in that regard that we have wr. Coultis’ evid nce am 
Mr. Plotkins', that any pipeline system that possibly does 
not run directly to one refinery nseds some facilities of 
that kind, with which statement I agree. I gathered that 

at first Gomuission sgounsel did not state any such storage 
was necessary but I believe that now he, along with all 
others interested, can see and conceive that some storage 
It is this type of storage that we have 


is necessary. 


been referring to as "free stcorage™ and I think possibly the 
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term has been an unfortunate one, not properly describing 
what that storage should be. The evidence discloses that 
it is quite usual in the United States for the pipeline 
company to supply so-called*free storage" at the t erminal 
for a period of 30 days and charge same in its pipeline 
rate. Mr- Plotkins has suggested that he believes 15 dayst 
Storage of this nature would be sufficient. The Royalite 
Oil Gompany in its draft of the proposed regulations, 
Exhibit "98", suggests 7 days. I% would seem rmcessary 
that the pipeline canpany should be allowed to include 

in its capital costs, or, as it has been @oing, 4S an 
operating cost orrental, an amount for this class of 
Storage, with the result that it now seems that the only 
point in dispute is the quantity of such storage that may 
be required. I take it that the Minimun should be 
sufficient to look after the amount of free storage it 

is required to give, that is, if 15 days' free storage is 
included in the rate, there should be a minimum of storage 
to look after this requirejent. At a throughput of 

15, 000 barrels a Gay this would mean approximately 245,000 
barrels of storage. kr. Goultis in his estimate suggests 
increasing the storage to 240,000 barrels, wkich w uld 

not appear to be excessive on this basis. 

MAJOR LIPSETT: Would that be subject, lw. Harvie, 
if you take the Royalite's ownestimate of 7 days, would 
that not oS what they say is sufficient for necessary 
pipeline services? 

WR. HARVIL: I really think there should be 
Some excess over minimum, for several reasons; in other words, 


using the 225,000 barrels, 15 days, that is something that 
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they can be required to give, but I think they should have 
some reasonable storage over ae and Mr. Goultist 
addition of 15,000 is e1 extremely reasonable figure to 
consider. Jn other words, there are always tank bottoms 
and there is water settling ani you cannot fill it ix 
all cases right to the top and 5o on. 
MAJOR LIPSETT: What I rather meant was that if 
the Royalite says 7 days in their Exhibit for free Btorage, 
obviously, in their opinion. that i8 as much as would be 
necessary for the actual servicing of the line. 
MWRe HARVI E: Yes, I think if that were the case 
maybe some figure like Dr> Boatright's of 118,000 barrels 
might be the correct figure and I think the free storage 
Which is allowed to be included in the rate must necessarily 
be controlled largely by the figure which the Commission 
states is the period of free storage. 

Mir. #reawley in his argumert suggested 
that he did not believe that refineries taking delivery 
by pipeline were entitled to any of this type of storage. 
I disagree with this view anc consider that refineries are 
entitled to this service as much as any other user of the 
line, and then I proceed to deal with what I term “The 
terminal rental storage". This is, I think it was the 
Chairman put it in this way, this seems to be a separate 
proposition and I believe if the pipeline company should 
decide to go into this class of storage, it should be as 
a separate undertaking and not be dealt with in the pipeline 
rate, but rather that it should stand on its own feet am 


that such rental be charged as will properly reimburse the 


company for this service. 
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_THE CHAIRMAN: Mr. Harvie, you see that lir. 
Plotkins ‘suggested 15 days't free storare.. The Royalite 
Oil Company in their brief suggested 7 days' free storage, 
What does your company suggest? 

MRe HARVIE: It is difficult to mke any state- 
ment but I would think possibly to start with anyway, we 
might try “r. Coultis'’ suggestion of 240,000 barrelay 

THE CHAIRMAN: You wuld start at the other end, 
would you not, and increase it? 

MR. HARVIE; No, he has less than that now. 
You see, in his estimate for 1939, I think he has included 


one edditional tank which will increase it to 240,000 


barrel dad. 

THE CHATRMAN: Oh, all. te L07 

MRe HARVIE: Yes, so I think that that may be..... 
THE CHAI Rush: That, you figure, will take care 


of the 15 dayat' ron storage thet Mr. Plotkins suggests? 

MR. HARVLE: I will say I think that might be 
the minimum, the 15 days! storage, it might be, and I think 
there is another point I am coming to later in my a bmission... 
THE GHATRMAN: They make these concrete recommenda- 
tions, have you any to make? 

MR. HARVI2: I will accept the figure of 

240,000 and 15 days. 

THE CHAIRMAN: Yes. 

WR. HARVIa: That, of course, is all dependent 
upon the complete picture, as I see it, If my mbdmissions 
are not followed in all details, which I will deal with 
later, then that figure must 4 eanweeians be altered one way 


or the other and I will deal with that later. 
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MAJOR LIPSETT: | ‘Would that figure, Mr. Harvie, 

in your view cover both the terminal operating storage, 

give 15 days' free storage and also this terminal rental 
storage? 

Mine HARV: No, I think the rental storage 


ip) pOmething===— 


TH OHA IRIAN: That that should carry itself. 
MR. Hi RVI: That should carry itself. 
MAJOR LIPSETT: But as to the quantity, would 


£40,000 barrels be enough for both? 
whe HARVI: Oh I think note I think the 240,000 
barrels would be the minimum for the operating storage on the 
basis of 15 days' free storage. You might cut that in half, 
wWiich would be about Dr. Boatright's figure on the basis of 
7 days' free storage. 

Then lastly the refinery storage--- 
MRe FRAWLEY: The terminal rental storage, have 
you any figure in mind at all? 
MR. HARVIL: I have no figure in mind because I 
do not think we need to give it any consideration at the 
present moment. It is a separate proposition entirely, 
what the Imperial or the Be A- or any other company should 
need under that, that is another matter. 
THE CHATRnAN: You say it does not touch this 
rate in your submission. 
MR. HARVIL: Not at all. 
MAJOR LIPSETT: But it is only that you would have 


to have longer storage, if that was so there would have to 


be the capacity there, would it not, if you gave 15 days 


and you had to make provision for somebody to have, to 


store their oil there for a longer period. 
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Mike HARVIRE: I suggest that that is over the 
free storage period. 
MAJOR LIPSHT?: Yes. 
Mike. HARVIL: It i8 an accommodation to the 


user of the line that wants that special service and he 
Must make his own arrangements in connection with it and 
not burden the pipe line rate with it. The refinery 
storage I think will look after that to some extent. 

Refinery storage; this is storage 
that all refineries require for their own purposes and, as 
stated by Dr. Boatright in his evidence, usually represents 
the supply. I think this estimate is a fair one and that 
each refinery should be required to supply such storage at 
its own cost and that the pipe line rate should not be bure 
dened in order to give such service to a refinery. 

Then L proceed to what I have cal- 
led “terminal deliveries". That also is my own coined phrase. 
Little evidence has been submitted, and I night say Mr. Chair- 
man in this regard that this is one phase that I think we are 
unfortunately somewhat weak in our evidence, and one which is 
most important that it be given consideration to, and it is 
something which I »repose to deal with in more detail. | 

Little evidence has been submitted 
in respect to this service with the result that it is dif+ 
ficult to deal with it having regard only to the evidence. 
It is apparent that some method had to be set up to meke 
deliveries of oil to the various customers and it has been 
suggested that the following facilities should be provided, 
firstly, facilities for delivery to customers' refineries 
through the pipe line; secondly facilities for delivery to 


tank cars, and thirdly, facilities for delivery in tank wag~ 
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gZOns. 
THS CHALTRGAN: Just a moment, deliveries to 
refineries by pipe line, you refer to tapping the trunk 
line. 

MR. HARVIE: Hither tapping the trunk line 

or as in some cases will be, the purchasers run pipe lines 
to the terminal storage. It all depends on where the re- 
finery will be situated, where it will be. 

MAJOR LIPSET?: Have you any observations, Lr. 
Harvie, on the subject of where th’ s pipe line,as a 

common carrier, if we might call it so, should end. 

mR. HARVIE: I certainly have, Mr. Commissioner. 
viAd OR LIPSETT: At the present refinery tanks in 
the Imperial's yards or at some more suitable or central 
point. 

MiRe HARVIE: I cover that in a somewhat different 
way, and that maybe answers that question but if not I will 
be glad to give my views on that. 

THE CHAIHMWAN: Deliveries vy pipe line to custom- 
6rgs' refineries? 

luke HARVIE: Yes, secondly facilities for del- 
ivery to tank cars, that is on the railways. 

THE CYAIRMAR: Yese 

MR. HARVIL: Ana thirdly for delivery to tank 
trucks. At the moment the pipe line system has 


wag gons, 


no facilities of its own for giving any of these services 


and has not made a practice of making deliveries in tank 


waggon lots. 
Deliveries tc refineries through 
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pipe line and the tank cars have been made through the 
facilities supplied by the Imperial Oil, Limited... 1 
consider these facilities should be controlled by the 

pipe line company regardless of whether they are owned 
outright by bie or by it, or leased from the Imperial 

or others. It is I believe only proper that a user of the 
line delivering oil to a pipe line company in the field 
should be able to take delivery of its oil at the Calgary 
terminal from the pipe line rather than through the fac- 
ilities of an outside company not under control as a public 
utility. 

THE CHATRMAN: I gather that that assumes that it 


should be recommended that this company be made a pudlic 


utility. 

MR. HARVIE: I am assuming that, yes. 
THE CHAIRMAN: And a common carrier. 

MR-e HARVIE: I would think so. 

THE CHATRMAN: The one may imply the other. 
MR. HARVILE: Yes. 

THE CHALIRMA Ni: But at any rate you think it 


should be a common carrier. 
MRs HARVIE: Yes: dealing with this I will sum 
up just in closing, I will deal with that later but in 


this result if it is a common carrier--- 


THE CHALRMA I: Yese 
MiRe HARVIE: These facilities should be pro- 


vided or at least the first two, the third would depend 


upon how the trade develops. 
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Aside from the capital cost reasonabie to the 
user of these facilities, it is, I think, apparent that 
the cost of making deliveries by pipe line would be 
cheapest. By that I mean what we call operating cost 
rather than capital cost. Then possibly the cost of 
making deliveries to tenk cars would come next, and the 
cost of making deliveries to tank trucks would be the 
most expensive. It might, therefore, be proper to include 
in the pipe line rate the cost of making the cheapest of 
these deliveries, and that is by pipe line, and establishing 
an additional charges to cover the more expensive deliveries. 
= am not in a position to suggest what this additional 
charge should be as the only evidence that has been sub- 
mitted is the rate charged by the Imperial Oil of 5 cents 
@ barrel for loading into tank cars. There has also, 
however, been evidence that this rate is possibly more 
than .that which shouid be allowed to the Pipe Line 
Company for @ similar service. Mr. Plotkins made some 
remarks on it, and gave his views as to the cost of this 
service. 

Tt is necosséry, and... submit, rient, there. dr. 
Chairman, as far as I have been able to look into the 
matter, I have not had the facilities to see what these 
costs are, and that if this is to be dealt with in that 
way, it will have to be done in some manner other than 
from the evidemce as we have not got evidence in detail 
on it. 

It is necessary to settle the question as to 
whether the Pipe Line Company or the refinery being served 
should bear the capital cost of the pipe line connections 


to the trunk line, or to the pipe line terminal, and I 
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think we might have gained by the practice in other fields. 
But there again, I am afraid there is little evidence on 
this pSint. I have PORE been supplied with infor- 
mation as to what is’ the practice in some Mid-Continent 
and Texas fields in the United States, and possibly I may 
be allowed to give this information for what it is worth 
in the hope it will be of some assistance to the Commission. 
Inguiries have been made in respect to the practice of 
such companies as the Sinclair Oil Company, the Phillips 
Petroleum, the Texas Corporation and the Empire Oil 
Company, all of which are large operating companies and 
carry on extensive pipe line operations through the Mid- 
Continent and Texas fields. These operations are all 
carried on under the supervision of the proper regulatory 
Committee or authority in the district. It is the common 
practice, and this possible answers what Mr. Commissioner 
Lipsett wes asking, it is common practice for an area 
surrounding @ pipe line terminal, or adjacent to the 

trunk line, is defined as qa terminal grea, within which 
area the Pipe Line Company is reguired to sonstruct 

branch pipe lines to refineries and make deliveries 

at the regular pipe line rate. It is the practice 

that the Pipe Line Company will extend these branch 
delivery pipe lines as far as three and four miles if the 
business warrants it. This would appear to adopt somewhat 
the same principle in making deliveries as is adopted in 
gonnection with gathering oil from the various wells in 
the field, and would have the effect of placing all 
refineries within what we might call the Calgary Refinery 
area, on a competitive basis. In any case where there 


is some question as to the pipe line company being justified 
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in making an extension to a refinery, provisiun should 
be made for a reference to the Board of Public Utility 
Commissioners, or the other governing body for aapeotione. 
There is another good reason why this practice 
should be adopted in this case. Lm oum present fips 
Line Act each company operating a pipe line is required 
to obtain a permit from the Board of Public Utilities 
Commissioners to do so, and I presume to keep the practice 
uniform such branch lines would be declared common 
carriers, and some rate set. It might also mean that 
each would have to be set up as an entity. This would 
lead to a nultiplicity of small lines being opersted 
by various refineries, and having to be dealt with 
separately.In each a rate would have to be set by the 
Board of Public Utility Commissioners and provision 
would have to be made for reserves to ctver Losses, 
damage and the various other risks under which the 
Company would operate, and possibly some allowance 
have to be made to allow the brench line to participate 
in the 1% less deduction. In other words, it would 
develop into quite a somplicated proposition, with 
the result that I think it is much more preferable that 
they should be, these delivery lines should bs owned 
and operated by the main -ipe line company where they 
can all be dealt with as a unit. And that is my submis- 
sion on that phase. As a case in pCint, the British 
Americ:.n Oil Company is constructing a refinery in 
“fast Calgary less than a mile-from the proverty of the 
Imperial Oil Refinery in wast Calgary. Of the total 
through put of the main trunk line from Turner Valley 


some 25 or 30% will, according to the estimate submitted, 
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be oil of the British American Oil Company. I would 
submit thet this percentage would amply justify the 

pipe line company constructing a branch line to the 
British &merican Oil Company's refinery, and to make 
deliveries there at the regular pipe line rate. 

THS CHSIRMBET: What would your geograph- 
ical limitation of the terminal zone be? 

MR-HARVIE: I would suggest that the 
only applications you have are this and Mr. Plotikins', 
and that you have nothing, no material evidence on 
which you might deal with it. Because until some 
practice becomes uniform you would have to refer to the 
governing body, the Public Utilities Board or whoever 
takes its place. | 

TH: CHA TRIAL: Yes, but you say the 
prectice has developed and you speak of three and four 
miles. Are you suggesting that it would be proper, 
within a radius of three miles would be proper’ 

MR. HSRVIL: I would think so, and 


that three miles limit-..... 


THe CHAIRMAT: It might be a tremendous 
expense. 
IR. HARVIS: It is not such an expense, 


as your pipe line is @ much smaller line than the line 
from the field. 

THE CHAIRMAN: But acquiring the property, 
the right-of-wey? If you built on the North Hill..... 

MR. HARVIa: I think there should be 
reasonable limits. But at the moment I say there are 


only the two applications you might say, deserving 


Consideration. The British American is less than a mile 
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from the Imperial property, from property line to property 
Line. 

THE CHAIR GN: You think you should be 
jJoine@ up with the terminal in your case, and Plotkins 
with the trunk line by tapping in his case? 

Ma. HARViss: L think if the evidence 
is sufficient that we will be using enough oil, or 
putting enough oil through that line to justify that 
and our financial responsibility and so on meets the 
reasonable regquircmenits that might be set up, that we 
Should get thet service, I say the same thing for Mr, 
Plotkihs, if he complies with the reesonable protection 
such as normal through put of 500 barrels through the 
line and his financial position is reasonably sound, 
THe CHATRMAN: You think you should 
give a guarantee as to your taking the minimum that 

Mr. Plotkins has to take? 

MR. HARVIl: I would be glad to and 
i think I should. I think maybe in our case with 

a bigger line that it would be a case of a bigger 
through put and a longer distance and i think our 
guarantee should be considerably greater than Mr. 
Plotkins'. In other words, I think it must be a 
business proposition before we can ask the service. 

Me. COMMISSION IR LIPSiTtT: There is no guarantee 
at the other end, the end of the wells. I suppose 
there could not be? 

LR. HARVia: Not at all. On the 
other hand I would not want to see any utility just 

pus in a Line every time they are asked to, and in 


the long run these tvo or three people who had to use 


nd 


19 


a) rn ; a 5 eT oo Ls 
ray #3 ee Sa a ri eae ar, \ j 
C Meubaona oF atil <2 eked aot: ed 
vii } 
ve A i" . ee a Lae ne 
: a rf + 
is * ia ‘ ge thy ; oe a Ly 
Ae 
ee =e ray a Ve oe ‘ ‘ : 
. oO Disesde oox Sita wor | 
i ‘Vi 
‘uae SABC bike ~eeds caoy aa LS 
Binet Me OMe ene mee cc ut we ape My 
} Lf 7 Z * ie 
f . x y mn 7” i fe c ee " me oS / a 7 ' 
} Ce SRY: CIS “eae TRA EY, Oy ny ea 
I hy as t eey ; 
H 5 Sweet RY £3), 
| : , 
ee Aig ett, Ax" 
Od SIEM 8G we: 
6 ~ Age it Pe vat u oP gach B 
ay . cs 4 
bss a ae de 
i + ut” ‘ < i 3 : i Pur ee ; 
- . pity ee bs ey Say ep) 
ae ie aie tr. iy: as oh at ep gate fi ta 
at Bes hr fe nap 
&. sg if ate Regt 
Bt de pk eae 


, 
v 1 RES Sil ite QE AL Fy PHN Gu a 
SAR OF “SELS Be Hat mor 
| Gs beh Roh. Zits GR Ce eed gs ce ne a 
eta ae he FP Ra Da eee Sek PIE it cay Oe 
at: | 
“i E rie Ae) 
sac 
- ae “tel 
1 * 2 


W i eee Bek, SRS RELA Lay aiBekc 5 a: 


Phe 


a nkcaahiiatal Cha ihe mst. dy o-ro hed, peas Ls 


1 he 


\ ye 7 
fits J as pe 


P es ¥" fi eck ie ee 1c Ge ore 7, oe ‘ & ad 
ieie” setigia B.C cet fuer set So ONS oe 


VT? gabe ay, oe en @aoet < 0... aries 


‘ ; finz Pande 


bin my ‘ 


BH. Ge Harvie. =O750— 


the line to pay for that. But in every proper case 

where you might say a prudent business man would do 

it in his own business, I think the same service should 
be granted by the Public utility. 

Mit. COMMISSION. LIPSitTT: Don't you think there 
would be sufficient evidence «f its recsonableness if 

“u man went to the expense of building a refirmry within 

a reasoneble distance. ‘Jould that be sufficient evidence? 
It? HARVIa: Not necessarily so, Mr. 
Commissioner. For the reason that while we may build a 
refinery, tomorrow we might get all our crude frcem some 
other field. J might bring it in from Moose Dome or 

Some other place. I do not know. There is more than 
dust financial stability of a company. I think we shoud 
give the utility some assurance that they will make a 
Hrortb OGL OL 1% Or at Least get’ their conéy Tack. 

Theat is why I say that each case should be dealt with 

on its own merits. 

Mi. COM“ISSIONER LIPSSTP: As far as the two refineries 
are concerned your position is both shov_d be sonnected up 
at the expense of the pipe line and oil put through to 
them as part of the pipe line rate. 

MR. HARVIE: As long ®S we meet what 
this Commission recommends as being a fair regulétion 
as to through put, minimum through put, and financial 
stability or any reasonable undertaking. 

Mr. COMMISSIONER LIPSITT: You are putting it that 
ease exists in the case of the British American and 
Plotkins? 

MR. HARVIG: kt does in this wey, 


that the British American Oil Com ny are under contract 
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HE. L. Harvie. 
to take a lot of oil from the field,which Mr. Plotkins 
16 tO 8 smaller extent. What I would.say is, that .the 
British American, on account of its financial standing, 
Which you might take notice uf, and also from the 
evidence submitted that we have some 20 wells which are 
tied up with us in the field, thst would allow any 
prucent business man to say that is a good risk. Mr. 
Plotkins ina similar way compiies with the same 
requirements and I think he should get the same service. 
Ths British American Company has made application to 
the Pipe Line Company tc be supplied with this service 
and it is my submission that the Commission should make 
provision for this in its recommendation. 
TH: CHG IRMAT!: Have you figured out at 
ali. how that shall ¢ffect the rate? Supposing the 
Company put in the terminal facilities, the Pipe Line 
Company, that you suggest they should, so as to have 
complete control of delivery, which is the pith of 
your suggestion? 
MR. HARVIU: Yes: 
THE CHAIRMAN: Have you figured what that 
would mean in terms of rate, cents per barrel, or from 
any other stendpoint? 
IR. HARVIE: I think that is something 
that has to be dealt with, as I see it, each time. In 
this particular case I doubt if it makes any material 
effect. The capital cost of that pipe line is not excessive 
and I think the mere fact that they have that connection 
and can pump right into our refinery storage will possibly 


make savings that would offset any additional capital 


cost. 


TL 
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MR. COMMISSIONER LIPS#TT: I suppose you would put 


it alternatively if you did not get that provided by 

the pipe line, that you should get some deduction for 
terminal services from the pipe line rate so as to put 
you on an equality with the Imperial? 

MR eH&RVIL: Mre Plotkins in his sub- 
mission, or in his evidence I think it was, some weeks 
ago said that if he built the line he shoulld be given 

a cent or two cents rebate until be got his money back. 

I do not know whether that is a sound way. It is not my 
submission. The other is -1y submission. But it is one 
worthy maybe of consideration if my submission does not 
appeal to youe 

MR. GOMMISSIONGR LiIPSstT?: There might be difficulty 
im entorcing it. Presumably there is no difficulty in 
making a rate inciuding terminal deliveries with a proper 
charge for that terminal delivery, deducted where it is 
not supplied. It might be another thing to enforce the 
building of the pipe line. 

MR. HARVI2: I think as far as I am 
concerned I would be quite prepared tc take a chance 

with any company operated as efficiently and effectively 
as the Royalite Company, if we can show it is good 
businees to build that line that they will build it. 

THis CHAIRIAW: Mr. Plotkins says it is 
goud business but he was not able to show them that 

they should build it? Not even with the intervention 

of a Mr. Sweeney has he been able to show them that 
apparently. 

MR.HARVIL: As far as I am concerned.... 


MR. TRAVL&SY: You think you might do a 
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little better’ 

Re HARVIn: LI hope to, although if I 
can get the Commission's assistance in that I would 
appreciate it. 

MR. COMMISSLOMNSR LIPSETT: If you can get that ona 
business proposition, the pipe line, you do not need this 
Submission, or you do not need any recommendation. If 
you cannot, and a recommendation is advisable, it would 
have to be something that could be enforced in some way, 
and the only way that might be done possibly may be by 

a reduction in your rate equivalent to the value of these 
terminal delivery services. 

Mi, HA RVL2: Yes, it could be done 
that way, although I think maybe we are crossing a bridge 
that we should not have a great deal of difficulty in 
crossing. Frankly, “L dO not “think Mrs PIOTRINS Wie 
have any difficulty in dealing with ths Royalite or any 
other pipe line company,if he comes on a businesslike basis 
and asks for a businesslike proposition. 

THE CHSIRMN: He did not seem to be so 
garnest in his views yesterday. as he previously has been, 
but none the less he does say that he has not arrived at 
any agreement about that. 

MR HARVIS : Do I gather from the 
question, lr. Commissioner, that there is some doubt 

in your mind as to whether eny authority will be set up 
or can be set up that has the power to direct a public 
utility to extend its lines in that manner’ 

MR. COM-ZISSION.IR LIPSETT: fo spend money. I do not 
know whether there is any difficulty. The Chairman I am 


sure will deal with that at the right time. But just 
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Be Le Harvie. 


putting an alternstive case. 

Mi.HARVIA: Ba rf 9G 2h eying = rea sonable 
fund is set up and included in the rate to meet continsencies 
of that kind I think they would have, the governing body 
would have authority to build that fund to an extent, and 
it may be a proper charge to be made. 

THE CHA TRAN: The suggestion as thrown 
out to you is that while there may be regulations of a 
utility in respect of those facilities for serving which 
it now has, that perhaps no body is in the position to 
commend a utility to go and borrow money and spena it in 

@ certain way, or put it up out of their own pockets if 
they have it. That is to say they may say" You shall not 
use your ferries or your pipe line or anything else 

except upon these conditions.” But whether or not they 
might say "’e think it is inadequate as it stands, and 
please build a new ferry" or in your case "get 50 more 
tanks", 

MR. HARVIE: In our case it would be 
one mile additional pipe line. 

THS CHALTKIAN: YeS, In the case that you 
are considering of this Pipe Line Company I can see that 
it is a simple thing to say to the Pipe Line Company "You 
Shall do this and that, and the services you Shall perform 
with these things you have you will be rewarded for ata 
certain rate." But wheat is being put to you is can it be 
said "You must put down a fourth pipe line or you must 

get more storage facilities at one end or the other." 

Just at the moment I have no views about it one way or 


the other. 
WR HARVIG : I would submit on that that 
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if there should not be power to do something of th: t kind, 
providing the money is arranged in the rate or some other 
way for it, then this pide line should not be declared 

@ public utility. ‘Je should &ll be free to do as we 
please. It is no use to us to have a pipe line come in 
that will prohibit us from using it unless we can get 

the service at this end. <And if this Commission, or if 
the proper authority, whatever it may be, has not got that 
power to see that the proper facilities are provided, you 
might just as well say that today our oil goes into this 
200,000 barrels of storage at the Royalite terminal end, 
and on the Imperial Oil Refinery site and we have not 
even access to go in and look at it, let alone get it 

oute Surely to goodness there must be some means by 
which we can be provided with facilities tc take 

delivery of our ovn oil. 

IR. COMMISSIONSR LIPSAt?: That is what I am putting 
to you alternatively. You take Mr. Plotkins' case. That 
is the only concrete. actual example we have. He pays 

15 cents and he also pays 6 cents for what might be 
considered a terminal service, on your theory? 

MR eHARVIS: Yes. 

MR. COM‘ISSIONSR LIPSETT: In ease where that terminal 
service is not granted should his rate be 15 cents less 
the 6 cents to put him on an equality with the Imperial? 
The same way in your case, if you have to put up this 
capital to get the terminal service to your refinery, 
should your rate be 15 cents less whatever reasonable sum 
will amortize your expenditure if you have to expend it 

in getting terminal facilities which the Imperial have. 


jo) 


MR. HARVIs: That would possibly look 
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after the situation, Mr. Commissioner, if the Pipe Ibine 
Company was not prepared to abide by the suggestion we 

will say rather than an order of the governing body to 
extend these facilities themselves. 

MR. COMMTMISSIONSR LIPSPTtT: It was purely as an alter- 
native I was putting it to vou. 

Mi HARVIS: liy submission is that these 
facilities should be under the direct control of one pipe 
Liné company. | 

THE CHATRMAT: supposing the Public 
Utilities Board in time had control of this company, 

the Pipe Line Company, and said to it "Now we think it 
would make for efficient operetion if you were to spend 
G1,000,000.00 doing this or that," Would not the Pipe 
Line Company be entitled to say "All right, give us the 
“1,000,000.00 and we will be glad to spend it". 

'R.H&RVIS: fos, i; think so, 

THE CHAIRMAN: "Until you do we won't spend 
it. ‘ie have not got it to spend." ishat then? 

MR HARVIE: I think that if they are in 
the business they will do what they can to get that money, 
Or, as is my suggestion, that in the rate tht is to be 

set up, it will look after these additional facilities. 

THe GHATRMAN: That might be all right 

if you waited for the fecilities until the rate had provided 
that they have a reserve fund, 

LR. TARVIS: The Company today I think 
are asking to be allowed to include in their rate an amount 
of cash for working capital, and pocsibly adding 9920, 000.00 


or $25,000.00 to thst fund would lock after this. 
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Mi. COM :15:..IONGR LIPSSTT: Would not the alternative 


Suggestion I made to you be an advantage to you. If for 
any reason the pipe line company could not or would not 
put up the capital to give you this terminal servico that 
you should be in a position to provide it yourselves, and 
get a corresponding reduction cut of your pipe line rate. 
MR HARVILi: I think that is absolutely 
essential that if they will not do one thing that ws are 
allowad to do the other. On the other hand I still 

Submit I doubt if tat situation arises from the practical 
standpointe I do not think there should be a lot of inde- 
pendent...... 

MR. COMMISSIONER LIPSET?: It has, in fact, arisen 

in the case of Plotkins, because the concrete proposal 
that is put before us, lir. Harvie, is that he spend $1400.00 
or  ~2700.00 in doing that. He says. "All right, amortize 
that for me out of the rate." The t apparently isa 
matter in dispute. So we eannot assume that the Pipe 

Line Company is prepared to do it. 

MR eHARVIL : | That is before there has 
been any regulatery body, any control. That is a private 
deal and so on., But I think once we bring this into the 
class of a regulated body that a lot of these difficulties 
will evaporate in practice. 

12. COMMISSIONS2 LIPpsstT: I do not know. I was 

just wondering whether there is any power, as the 

Chairman says, in any body to say to them they must find - 
whether ee or not - the necessary c&pital to put 

it up. 

THS CHAIRMAI: I am speaking about the 


usual practice of a purely regulatory body. [I am not 
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saying that the Legislature could not take the whole thing 
over by expropriation or confiscation. JI am not telking 
about that. 

tie HARVLS : [ indemeran: that. There 
has been requested by the Company a rete, or a sum 
included in the rate for annual extensions of lines in 
the gathering system, and I think some similar provision 
at this end would meet the situation from a practical 
standpoint. I do not look for any legal difficulty in 
dealing with this or any other Company. 

THs CHAIRMAN: These regulatory bodiss 
are functioning all over the United States. Is it the 
practice for them to require companies to expend capitel 
moneys to provide more efficient service? 

Me HARVIg I can only ahswer that 
by @ question I asked over the 'phone less than an 

hour or two ago of Mr. Gaby, from whom I got this infor- 
mation recently. ly understanding from him is that these 
companies can be and are from time to time directed to 
extend these facilities to refineries. 

Tilt CHATRMAT: 411 right, Mr.Harvie, 

we have been delaying you some, but we will let you get 


on hOWe 


- HARVIs: The next item is that of 
Pipe ine Koguletions, and there is wxhibit "96", being 
the generel regulations, as I call them, and Hxhibit "163" 
peing the regulations re tapping of line that were sub- 
mitted by request to meet the situation of Mr. Plotkins 
or similar types of situetions. Generelly speaking, I 
would sey that the generel re,ulations, Sxhibit "98", 


as filed by the Company, appear to be satisfactory, except 
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HE. L. Harvie. 


in respect to the period of free storage. I think the 


7 day period is possibly not sufficient. 


THE CHAIRMAN: 
approving of now? 
MR HARVIL: 

THs CHAIRM&I: 

days' free storage? 


MR. HARVIE: 


“What exhibit are you 


Axni pit ea. 


Bxhibit “Serve You Want 25 


At least thet, yes. And 


the second item of the suggested ch .rse for storage after 


the free period. As I say that is really a separate item 


but these regulations, if any such chargo is to be 


included in the regulations, 


these, the rate is excessive. 


THs CHATRMAN : 

MR «HARVIE: 

that in a moment. 
THa CHAIRMAN: 
V’R-HARVIE: 


i think the suggestion in 


Any to suggest? 


Yes. Iwill deal with 


bid rigns. 


The general regulations 


also possibly are not complete in regard to the matter 


of what I will term terminal delivery. Paragraph 11 


is the only peregreph I think that deals with the matter 


Set avlvand at reéas in part as follows: 


a "Transporter? ~- that is the pipe line company - 


"at any time after receipt of a shipment of oil, 


may tender and in any event not later than three 


weeks from date of such receipt, upon 24 hours! 


notice to the tenderer, 


shall tender, oll for 


delivery from its common stock at Calgary terminal 


at the rate of not exceeding 6,000 barrels per 


day of <4 hours." 
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Now, that, I think, is the only reference there is as to 
how any person should take delivery at the terminal of 
their own oil and it seans to me that whatever suggestion 
is adopted by the Commission as to how these deliveries 
are to be made or what facilities are to be provided, 
the regulation should be amended accordingly, and I 
have no doubt the Royalite would be glad to do it but 
they are not complete. in iy Submission, in that respect. 
Now. in connection with 
Exhibit "165", this deals with the tapping of the line, 
paragraph 35 provides, it is a long paragraph but there 
is only one important sentence which 1 propose to read: 
"The Refinery being served to construct branch 
line between the trunk line connection and refinery 
storage tanks at their expense." 
My submission is already given and it is that that should 
pe done at the expense of the pipeline comnany. Aside 
from that I have no further comment to make with respect 
to these regulations, although necessarily they will 
have to be amplified to meet the situation. 
TH CHAILRMAN: I do not know as I do understand 
the recommendation you do make about that, would you 


mind just going over that again, Mr. Harvie? 


MR. HARVIE: With respect to Exhibit "165"? 
THis CHAT HAN : The tapping of the line. 
MR. HARVIS: The only regulation or the 


only suggestion I have to make there, Mr. Chairman, 
is that in clause 3 there is a sentence reading: 
"The Refinery being served to construct the 


branch line at its own expense." 
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E. L. Harvie. ets 
THE CHAIRMAN: Yes. 
MR. HARVIE: I say that should be changed 


according to my submiSsion so that the Pipeline company 
bears the cost of that line and that is true of all 
these regulations. 

THE CHALRMAN: Yes. 

MR. HARVIE: We consider that the usual 
and necessary terminal facilities of all kinds should be 
provided and included in the ordinary ratc. 

MAJOR LIPS#TT: You are passing from Exhibit 


“Leo, Me. Rervile? 


MR. HARVIE: Yess 

MAJOR LIPSETT: What about the 7th paragraph 

in that? 

MR. HARVIE: I think that, I had overlooked 


that, I think it should be ineluded in the rate. 

THE CHALRMAN : You are going to get a lot of 
wines in the rate. 

MR. HARVI it: I think everything should be 
in the rate that is an essential function of the nipeline 
company, Mr. Chairman, that ruts, that is used by all 
parties. Then if there are facilities that are essential, 
such as loading to trucks, that wovld be the terminal 
rate plus a service rée . 

THE CHAT RMAN : . Everybody that uses oil taker 
through this pipeline would be paying for the construction 
of special lines to the B. A. end riotkins? 

MR. HARVIE: I think that is quite proper, 
Mr. Sxairman, for the reason, as I illustrated in the 

case of the B. A., it is a mile extension and we supply 
one-third of the products of that line. Now, 


alternatively, I think, we should be left free to deal 
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O. L. Harvie. 
with that ourselves, if it should be up tor nsitordo it, 
I think it is a very cheap way of getting that business. 
MAJOR LIPSETT: Mr. Harvie, why would you 
exclude then, like wunro or this Red Teer refinery who 
may want to go and ship their oil from Turner Valley up 
to Galgary through the pipeline, why should they not be 


able to get it on their trucks at this end? 


WRe HARVIG: I do aot say that they should 
not, Mr. Chaimman,I take it tht there should be no 


difference between Mr. Munro and the B, A. on that, but 
I say that is a considerably more expensive service than 
that generally supplied and given the same service, - 

we pump it and so on, there are special facilities 
required for it and it seems to me that those that use 
that service, which may be an additional one, and use it 
necessarily in only small quantities, that their 
business may be of no great import to the comnany, it 

is a service that the company is giving to them at so 
muck, at cost or at very little remuneration, and 1 
submit that they should pay for any undue additional 
expense, That is my submission. However, the Commission 
might consider all those facilities should be included 
in the rate, 

To summarize my Submission 
on that, it is just this, that we consider that all 
usual and necessary terminal facilities should be 
provided and included in the ordinary rate. Any 
additional services provided should be paid for by the 


parties requiring then through a separate rate or charge, 
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KH. L. Harvie. Laila 
and also that provision should be made that, as new 
problems arise, they may be referred to and settled 
by the Board of Public Utility Commissioners or other 
specified governing budies. 

Now, £ propose to deal with 
the matter of pipeline loss. It seems customary in all 
cases to provide for the normal pipelines losses by a 
percentage deduction rather than by the building up of 
a fund in the pipeline rate or otherwise. Just why, 
I do not know, but the evidence is that that is the 
usual practice. Over the past few years the pipeline 
system has accumulated quite a survlus on this account 
but it has been agreed by its counsel that it was not 
the intention of the company so far as its future is 
concerned to make a profit out of this pipeline deduction 
but rather that just such allowance should be made as 
is required to look after actual losses. The comparatively 
recent reduction in the pipeline loss from 2% to 1% 
will, I think, go a lom way to rectify this situation. 
While I believe that the comoany is entitled to establish 
a fund from which it can indemnify itselyY from such 
losses, I do not think that this fund needs to be as 
great as that suggested by Commission counsel; possibly 
one-half that amount would be sufficient. That again 
is dependent upon just what is to be included in that 
rate. I think maybe if fire loss is to be included, 
that suggestion by Commission counsel would not be 
excessive, but I think maybe that might be better looked 
after by insurance included in the rate, than by a fund, 


but L think maybe 50 or 60 thousand dollars is ample to 
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look after any other loss such as a breakage in the 
pipeline and so on. We have some evidence before us 
as to what those Losses are and I would think that 
maybe a sufficient amount, - you have to stop some 
place, and I really cannot conceive of a greater loss 
arising from that, from sources such as a breakage in 


the line, than would be met by this which I suggest 


(Page 5958 follows.) 
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MAJOR LIPSETT: The present figure seems to 


show, on the basis of three months, it seems to show 

a surplus of over $45,000. 

MR. HARVIE: Yes, I am dealing with that 
phase of it. i am taking into consideration the ere 
mation so far as specific or abnormal lossesp such as 
through breakages in the pipe line are concerned. I sub- 
mit if at any time the fund was not sufficient, the loss 
deduction could, on application to the proper authorities, 
be increased.» On the other hand--- 

THE CHAIRAN: Mr. Nolan does not want to ga 
back to these bodies. 

MR. HARVIE: Well I hope he never has to. We 
never wish him to but there are occasions which arise 
where even with the best of intentions we cannot look at 
all aspects and desl with ail aspects and I think we should 
always have some such body as that available to meet such 
special circumstances. 

If on the other hand, if such ded- 
uctions should be exeessive I believe possibly yoarly dis- 
tribution of the surplus to the producers of the oil ona 
pro~rata basis would be an equitable solution. J think the 
deduction is made from the producer and I think any Surplus 


that is distristuted should go baek to the producers. 


THE CHAIRMAN: Diviied how often. 

MR. HARVIE: I am suggesting annually. 

THE CHATRiwA N: And after a certain amount has been 
reached. 

MR. HARVLE: Yes I think so- 

THE CHARIMAN: Or just stcp taking more. 


MR. HARVIE: No» I think the situation, we 
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b 

will say there is a fund of $50,000 to look after the sit- 
uation and that a, over the year, increased to $100,000. 
Then there is $50,000 to distribute to the users or to the 
producers who put their oil through the line from which 
that $50,000 accumuleted. In other words it last year my 
company put through, purchased and put through one-tenth 
of the oil, they should get a refund of one-tenth of this 
surplus.e It has already been deducted, 100% has been ded= 
ucted from them and I suggest they should be recompensed 
for their share of that surplus. I think Mr. Frawley, and 
I think it was stated by lir. Nolan-+- 

THE CHATRLAN: I-do not understand, if you have 
only to have a fund of $50,000, why you want to collect 
$100,000 and then distribute the second $50,000 back. 

Mk. HARVIE: Well for this reason, Mr. Chair- 
man, that I think if one per cent deduction is allowed: that 
that, every day that there is a little loss here, and 
whether changes and so on, you cannot change that deduction, 
so that I say periodically surplus should be distributed 
and that the deductions should be sufficient to look after 
all contingencies. 

THS CHAIRMAN: : Why not atop collecting when you 
have got the amount you want? 

MR. HARVIE: For the reason then if there is a 
less, the same people are not putting through the oil. My 
suggestion pays back to the people from whom the deduction 
ig made their proportion of the amount deducted fron than. 
Your suggestion might work out that I might have had 
$5,000 dedunted from my oil last year and then I stop and 


I might not be putting through any oil this year and Tom 
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Smith whom I am not interested in, would be getting 
the benefit of that, whereas there is the loss of his 
oil which I am paying for. 
THi CHATRuAN: Then Il say, how often would you 
make this distribution of surplus? 
MRe HARVIE: Jell I suggested amnually. It 
Might be oftener. If the surplus accumulated fast enough 
but I do not think that is particularly important, it is 
yust a matter of loss of interest. 
TH CHAIRMAN: No, but some day someboyd has to 


say something about it. 


MRe HARVIE: iy suggestion is annually. 
TH CHALTHiAA N: Annually. 
MR. HARVIL: Yee, 4 yearly distripusion, 2s 


the term which I use. 

MAJOR LIPSutt; That would lead then that there 
is ¢50,000 in the hands of thse pipe line company at the 
end of the time. 

MR. HARVIE: But I do not know, iir. Commis- 
sioner, what to do when the end of this time comes. 

MAJOR LIPSETT: IT asked wir. Coultis for his op- 
inion on the basis of fluctuating rates for that pipe 
Line loss. for instance keeping it at 1% for three months 
and then if that is showing a surplus, mark it down to 
Ai 

MRe HARVIE: I remember that. Mr. Comissioner, 
and my reply to that is this, that you are not giving the 
penefit of the surplue to the people that paid the surplus. 
In my suggestion you do- 

‘MAJOR LIPSETT: Yes: 


MR. HARVIE: And I think it is fair that it 
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should be that way. 

I have now touched on the point 
in respect of the physical pipe line system and the pipe 
line regulations and in the pipe line losses and now I 
Will proceed to my remarks on the pipe line rates which 
I have divided into eight phases and it possibly will 
not take very long to deal with them, most of them have 
been dealt with and it is only summarizing them. General- 
ly speaking my plant would like ts see a rate set that 
will be fair and equitable to all parties having regard to 
all the factors tc which consideration shoulé@ be given and 
I will deal with these various factors separately end they 
oreo, torstly, thevlife of the fleld,.and 1tetpoaittom in 
the rate structure; second, the posted field price; third, 
the throughput of the line; fourth, market; five, valuation 
of pipe line system; six, period of amortization; seven, 
rate of return, and eight, general summary. 

A great deal of evidence has been 
given with respect to the life of the field by Dr. Link, 
Mr. Davies and iir. Deussen, the experts retained by the 
Royalite Oil Company: Dr. Boatright, the expert retained by 
the Commission and Mr. Gill and Mr. Shaw, the experts retained 
by the A-glo-Canadian Company, and I feel that any person 
who listened to those genltemen's evidence could not but be 
impressed by the qualifications and ability of those gentle- 
mento speak on the subject. Now they certainly did not 
agree on all subjects but I think their qualifications and 
their sincerity and their desire to give their views inde- 
pendently was most impressive, and having studied all their 
evidence it would appear that they are all of the opinion 


that the field will have a life of at least 15% years on the 


wa 


a ra 
as aN 

Pa 
1 uw 

4 = 
a ‘ om 


- 


<a 
be 
Font 
Mw 


za 
eas 
es 


eal 
Baot 
© 
‘ 


f= 
BC 


£ 


c 


J.J Frawley 
- 6942 = 


basis of an annual withdrawal from 5 to 6 million barrels, 
that is I think the lowest estimate and was Mr. Davies.’ 
The majority seem to favour a life of around 20 years or 
more, and with this view we have no reason to take any ex- 
ception nor do I see any reason for the present purposes 


to endeavour to establish a longer life. 


MAJOR LIPSETT: You say 20 years on that basis? 
Mie HARVIE: Yes, I think that is as far as the 


fare ot the field, I think that.is a “fair estimate. 


MRe FRAWLLY: 20 years. 
Mk. HARVIE: wO years. Lire Deussen, who was 


the man finally nominated by the Royalite Oil Company to 
give that view was a little in excess of that and ir. 
Davies somewhat below. Dr. Boatright was 1 year less 

after giving a 30% allowance and so on, so I think for all 
practical purposes we are reasonably safe in taking a life 
of 20 years as being the fair one. 

MAJOR LIPSLTT: For pipe line rate fixing purposes 
HRe HARVI: No, ‘for the life of the field, and 


I have something to say about how that should be used at a 


later time. 


In regard to the posted field price, 
we have not yet had the advantage of hearing the main evi- 
dence that is prrvosed to be submitted on this phase, with 
the result that we are necessarily limited in our argument. 
As to such evidence as has been presented on the point it 
might be summarized as follows, firstly; indicating that the 
posted price may have a very material effect on the market 
thit can be supplied from the field and thereby control the 
throughput: and secondly, that there are a good many fac- 


tors that consideration has to be given to in arriving at 
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the price to be posted, of which a very material one is 
that of competition from other fields, particularly where 
such fields are not properly controlled, and there is an 
excess of production available; 4a the evidence showed in 
the guse of Montana. JI would however not gather from such 
evidence as has been submitted that any immediate change 

in price need to be contemplated, so it might be proper to 
use the existicg price in our present calculation and for 
my purposes f am. 

Now the throughput of the line, 

it appears customary to estimate this on annual rather than 
a daily or other basis. Assuming, and I think on the evi- 
dence to-date we are justified in doing so, that there 
will be ample crude produced in the Turner Valley field to 
Supply the presently available market for some years to 

come at a price to successfully compete against imported 
crude, there appears at least twc other important factors 
requiring consideration; firstly, there is the fluctuation 
in the annual consumption which, even efter giving effect 
to the normal average enters Ni vary from year to year as 
much as 50% in some districts throughout the Prairie Prov» 
inces, which is our present market. This, as the evidence 
discloses is occasioned onieriy through crop conditions 
with which we are all familiar and we know how they vary; 
and,,secondly, the loss of part of the market by compet- 
ition from new local fielas that might be brought into 
production at Snip sime and which it is assumed would be 
brought under the control of the Conservation Board and al- 
lowed to participate in the available market. Now there is 
evidence that there are some 20 or more so-called "wild cat" 


structures presently being drilled in Alberta, no one can 
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say just when or to what extent the present pipe line 
’ throughput will be affected by them. I feel however, that 
there is a risk there that has to be given consideration to 
but that it can only be dealt with definitely when the 
actual competition arises. 
THs CHAIRMAN: You say the present throughput 
should be assumed. 
MR-e HARVIL: LI think so, sir. I am assuming 20 
years, the present market price will hold the present market 
now being served, in that present throughput, on the basis 
I mentioned or I will mention in a moment, is a fair esti- 
mate. | 

As to fluctuation in the market, I 
believe an effort should be made to arrive at a fair average 
figure over a period if years and in view of the estimates 
of the, 1939 requirement.s submitted by the Imperial Oil 
Company and the British American Oil Company, Limited, and 
the estimate made by Mr. Cottle of the requirements of 
other refiners, it is Ll think possibly a fair estimate of 
the throughput of from 5 to 6 million barrels per year, that 
might be a fair one to use over a period of some years to 
GOME o 

Now on markets. My remarks are 
very short on this. 
MR. FRAWLuY: That is the fourth head. 
MRe HARVIL: Yes- I have already touchec on 
this phase really as far as I propose to, with the pos- 
sible exception that it will now be said that the markets 
available are the chief controlling factors in the through- 
put of the line and I also wish to point out, as I think the 


evidence discloses, that these savings in the reduction of 
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the pipe line rate or in the posted field price does not 
seem that the total of such savings can in all cases be fully 
passed on for the purpose of extending the market and 

ZL just wish to emphasize that in that connection, ifr. 
Cottle, on being asked why he agreed that was, I think was 
the situation, he did say that it was,not, when the site 
uation arose on two previous occasions, that thit was 

not given consideration to but that possibbly it will 

have to be given consideration to now in the market pro- 
viding, in other words, if there is a 6¢ cut or a 5¢ cut 

or a 20¢ cut, that does not mean that that will recapture 
all the manitoba market. 

THE CHALRMAN: You, as a present transporter of 
oil from Turner Valley to your refinery in faa tronaties bigs 

it advantage you or not, to get a cheaper tranSportation 
rate. 

MR. HARVIE: I really think it makes little dif- 
ference except ina yery general way. As long as all people 
in that business and with whom we are competing paid the 
pame rate. If we all start from scratch, which we will say 
is the main price at Calgary, then it *s just a matter of 
efficiency and methods of operation from there on as to 

what markets we can maintaine If there is a 6¢ rate--- 

THE CHATRiiAN: © You do not care how much profit, 
excess profit, shall we say, the pipe line has or as such 
may make, providing always that all refineres are treated 
alike. 

MRe HARVIE: No, far from that, Mr. Chairman. 

I may not be making myself clear, although I thought I had, 
that we are very interested in the rate that the pipe line 


company is allowed to charge. .e do nod want them to make 
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lg more than they should and we do not want them to 
make 1g more directly or indirectly than this Commission 
in its recommendation thinks proper. Now in other words 
they have in the past in a sense been given an advantage 
over Our company or others due to the set-up, - by being 
given a profit in the pipe line that we were not allowed 
to participate in. Now I think they are entitled toa 
profit and a good profit because it is risky business but 
not an unfair one and just looking to the pipe line alone, 
and the profits which we say the Imperial makes through its 
ownership in the pipe tine company I am very materially in- 
terested in the fact that they do not make an excessive 
profit in that it is oil that they are transporting of ours. 
THE CHAIRMAN: I suppose you will ultimately have 
some suggestion to give us 55 to that. 
MRe HARVIL: Yes» 
MAJOR LIPSETT: But Mr.» Harvie, you rather indi- 
cated that, within reasonable limits, it does not matter much 
to you what the pipe line rate is so long as it is kept fair 
as between your competitors wd yourself. 
MRe HARVIG: Yes.» 
MAJOR LIPSETT: But wheh you say that are you not 
really only confining yourself to the area in which the 
Turner Valley crude will bo sold in any event. Take the 
case where your competition is not against the Imperial 
or any other refinery here in Calgary but where your com- 
petition is with products refined in Sarnia with another 
oi2, does not the price that you can get your crude oil at 


in Calgary, including your pipe line rate, make a great deal 


Jed.Frawley 


= BOAT 


ap ae 
of difference when you are competing in a neutral market, 


like Winnipeg, as against Sarnia. 

MRe HARVIE: It makes some difference but not as 
much as looks apparent on the surface and as I have already 
stated to the Commission, that those are my instructions 

and I think they are correct, and it has been agreed to in 
principle by Mr. Cottle, and if you are going beyond a 
general statement we are going t% go int© two or three 
weeks’ of evidence because it is a very complicated problem 
and I do not propose at this moment, unless requested so so 
do by the Commission to make more than a general statement. 
MAJOR LIPSETT: Is. there not a parallel in the 
general proposition,= sc far as it affects the pipe line, as 
compared with the proposition put up hy the Imperial to the 
railway when they were asking for a lower rate. 

MR. HARVIE: There 18 a great deal of difference 
as it works out. I am no expert of course and I have only a 
picture sent to me aie to understand it and understand it 
properly IL would not undertake it but I will put it thia 
way, that I dsubt that if a 6¢ rate, or e@ cut of 6¢ cr we 
will say 5¢ in the present pipe line rate, would make an 
tota of difference in the market we can supply in Manitoba, 
and I go.a stop further, and I do not think it should, 

when all factors are known, and 1 even go one step further 
and I think the policy of this present Government i8 to 

see that it dces not. 

MAJOR LIPSETL: Then why should we be told that the 
prise of 5 or 10 or 15 cents lower for Illinois erude oil 


4s such a terrifying factors 


MR .. HARVIE: May I just have that again, Mr. 
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Commissioner. 

iwAJOR LIPSETT: If that is correct in reference to 
the pipe line rate here--- 

bike H&RVin: Yes. 

MAJOR LIPSuTt: why are we to be told that on the 
Other hant a difference of 5, 10 or 15 cents a barrel in the 
price of [llinois crude which will go to Sarnia, will make 
Buch an alarming difference. 

MR» HARVIL: For the simple reason it does make 
that difference in fact, ana I submit,-and there is evidence, 
that it does make that difference and I say that all comes 
under your refining and marketing probiems, which is 
something to be dealt with and I do not, I am not competent 
to try and explain, other than ina general way which it is 
agreed to, the general statement was agreed to by Mr. Cottle. 
THE CHARAN: Now ur. Harvie, it costs us 15¢ a 
barrel to take crude to Calgary, if it was carried for 
nothing, couldn't you get your oil further Hast than you do 
when it costs you ld¢? | 

IRe HARVIG: Yes I think we could but I say not 
to the same extent. 

THS CHAIRL.AN: There scems to be something my- 
sterious about that. 

MRe HARVIE: Maybe I can give you one illus: 
tration which will in part explain it, that on the surface 
it would appear we are putting through a million barrels and 
we get a 15¢ reduction in the rate, that would be $150,000 
ae would have available to expand our market. Now my sub- 
Riss2o A= 

THE CHAIRuAN: Assuming you paid the same price 


for crude. 
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MRe HARVI: Exactly, exactly. My submission 
is vhat, while we would have ¢150,000 which normally would 
pay, we will say, the additional freight that is required 
to supply the Manitoba market, that actually a good many co 
our competitors “hc now supply that ilanitoba market are re-~ 
taining that man y which they save in the 15¢ rate to crm- 
pete with us in this market and therefore the only fair 

way is to keep the price, or the amount paid, to spend on 
our own market hers, and take the savings made on Alberta 
sales--= 

TH: CHATRiiA N; You say you would get a wider mar~- 
gin; but your local ccntsumers would fair better. 

MR.» HARVIB: They should fair better, otherwise 
these companies which are dealing . in the sianitoba 
farket as well as here, are put at e disadvantage as against 
tho companies that are only dvaling here, and that I say is 


a marketing problem. 
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ii. L. Harvie. 

I am not bhying to be an expert. I am trying to 
do the best I can. ‘:e have not contrci over what is 
done already to meet Bee ee 
THe CHA IRs N: - You say if they out 16 
cents off these people who are selling oil in Alberta, 
we will say - not bothering about the #ast - made a 


drop of 15 cents to the consumer you would have to follow 


suit? 
Mt HBRVIS: Certainly. 
THE GHAIRIAN: And you would not have 


that 15 cents with which to go further sast? 

MP. HARVIL: Certainly. thet yiswit 
exactly. Thet is what I have been trying to sey, and 
you have said it very well. 

Me. COMISSIONSR LIPS&Tt: On the other hand they 
tell us there is a threat to Turner Valley because they 
can now buy Illinois orude at 15 cents cheaper. if it 
was possible to save Turner Valley this 15 cents should 
they Lose ahy of their present markets in the sast. 

THe CHAIRMAN: You say if you pursue 
the furtherance of the sasterly movement you would lose 


your local market? 


MRe FART IG: Exactly. 
VR. COMMISSIONSR LIPSETT: Part of the threat that 


4s held out in reference to this dllinois oil is that 


in a ocertein area in Manitoba they lose 2000 barrels 


a year? 
Mi. COM ISSLCM sg LIPSETT: Is there any reason why 


that 2000 barrels should be lost and the through put 


reduced if the Turner Valley was reduced by an equal 
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amount? 

MR .HARVIE: | My submission is phere 

is a reason, yes. 

MR. COMMISSION 22 LIPSET?: The suggestion that has been 
futnup to ors on behalf of the Imperial is that the 

price of crude oil in Turner Valley would have to come 

down and that is the only way to keep it. 

MR. HARVLI: | I would think that would 

be one way of koeping it. I do not know that I am 
Gomfident it is the oanly way. 


TD 
\ 


Ma. COMHISSLON=R LIPSut?: IL have had difficulty 

in following that up, that If the price reduction in 

the price of crude will do that and save the situation why 
a reduction of the pipe line rate should not equally 

save the situation. 

Mee HARVIE: My submission, with all 

respect. has been, right from the start, Mr. Commissioner, 

I thought possibly these factors should be considered and 

evidence heard on them before the pipe Line situstion was 

decided. I do not wish to say anything further on that 

than that has been my submission, and I am not competent 

Without that evidence being proven to possibly explain 

why these things happen, I have gone as far as I oan by 

trying to get some person independent to agree that the: 

fact is there, even if it is not explained. 

TH:s CHAIRMAN: Oh well, Mr. Nolan has 

not very seriously argued before us, if I heve properly 

appreciated his argument, that there is imminent peril 

of reduction in the throtgh put. 


MR .HARVIG: Our whole position is 


this, that as far as we are concerned, we do not look 
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for any immediate or imminent reduction in the through 
put, of our through put. And I think the evidence by 

the Imperial -Oil more or less is the same, although 

they heve addeq Lietlc te that. 

Im. COMMISSIONER LIPSET?T: You practically say 

that in cther words, Mr. Harvie, by saying we will 

assume practically lest year's through put. 

Dts ARV Lies That is my submission. 

I think that is maybe as far as I can possibly go without 


mM 


taking other factors in. That is Mr. Woolley's evidence. 


™ 


He quite Irankly says "We are not Looking Tor any compet- 
ition from Montana at the moment. We are making our 
Sstimates on the basis, for this present market, on the 
basis of Turner Valley crude." The next item is Item 5. 
of this phase dealing with the valuation of the pipe 
ine system. It is neeossary -.1 am etreid my nour 
has clapsed, Mr. Chairman, but I will try and get through. 
i have only a few more remarks to make - it is necessary 
moOeseG a. Valletion: on the pipe line: system in order sto 
establish a figure on which the Company will be all>rwed 
a return on its investment and for amortization purposes. 
This figure must be one that is feir and equitable to 

th the Gompany and the users of the line. 4 great deal 
of evidence has been submitted on the matter and the 
different witnesses have suggested various ways to 
arrive at such qa figure, Counsel for both the Commission 
and the Company have dealt with it. It is possibly the 
most important, and at the same time the most difficult 
‘tem the Cottimission has to. deal with, put LT think it 
only necessary for me to summarize my views on it. As 


up to the present the system has been operated by the 
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EK. L. Harvie. 
Company as a private concern, and as it is now proposed, 
in effect, to make it a public utility, I feel that it 
is proper to entirely ignore both profits and losses of 
the past and to give the systema valuation on some 
present day basis, and to give the systema valuation 
on some vresent day basis the accountants for both the 
Commission and the Company have used somewhat the same 
basis in arriving at their respective valuations. That 
is, they both looked to tne Company's books to obtain 
their figures and from these each built up their final 
estimates of whet they considered was the present day 
valuation of the system, in both cases giving effect 
to the age of the system, but giving Little, if any, 
consideration to the actual condition of the system today. 
In the method adopted by Mr. Morrison as shown in 
Exhibit "88", at pages @, 32and 4, his present day value 
of the system cr totai net investment used as a rate base 
varies from $1,184.447.03 to $897,448.07. or approximately 
31%, according to whether the depreciation period allowed 
fe S50 years or 6 years from the Let of January, 1929. 
& system that allows of such a variation does not appeal 
to me aS a proper one to arrive at a present day valuation. 
The Company on the other hand has had Mr. Hill, an exper- 
fenced pipe line engineer, value the system. His valuation 
was, generally speaking, based on an estimate of today's 
replacement costs Less Sserved depreciaticne As I 
understand his observed depreciation it means his estimate 
of an allowance for actual depreciation after making a 
detailed physical cxamination of the system. 
Of these two general methods employed in valuing 


the system, I favour that,used by Mr. Hill as being the. 
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more equitable under the circumstances. I do not 
propose to deal with Mr. Hill's figures in detail or 
to suggest thet I necessarily agree with them in all 
respects, but as they have been dealt with at length 
by Gounsel for both the Commission and the Gompany, I 
focl there is no need for me to do so, it being suf- 
ficient for me to suggest that his general method of 
dealing with the matter is the preferable one. 

There is also the matter of utilities and service 
units that are used by the Pipe Line Division jointly 
with other divisions of the Company. It would appear 
that these can be dealt with in several ways. It will, 
of course, be necessary to lvuok after them in Some manner, 
but as I understand the evidences, tht regardloss of what 
method is adopted, the general result should be ®Pproxi- 
mately the same, I feel that there is no need for me to 
deal further with the matter. 

Now as to the period of amortization. Commission 
Counsel has suggested that the period of amortization 
should be over the life of the field as computed by Dr. 
boa tright, that is over a 129° year” period. The Royalite 
Suggests that its investment should be paid out by the 
3Lst December 1946, or a period of 8 years. Mr. Nolan 
in his suggestion yesterday, I think, dealt with it by 
saying he still wished the 15 cent rate to be effective. 
ae not think ‘that the Lite’ of ‘the’ field should ‘perinse 
controlling factor in setting the period of amortization 
but rather that sound business principles should be the 
governing factor, and so long as the period set on this 
basis doos not exceed the estimated life of the field, then 


the life of the field does not become important. I believe 
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it is not an uncommon practice in cases of utilities 
having a more or loss indefinite life and an assured 
income to set the amortization period at 20 years. In 

the case of this pipe line serving only one field and 
continually facing the risk of loss of through put 

through largely fluctuating markets due to crop conditions 
on the Prairies, and also to Gompetition from other 

crude fields that may be developed at any time, I feel 
that an amortization period of Somewhat less than 20 

years is justified. 

I also feel that consideration should be given 

to the advisability of amortizing the investment to a 
considerable degree during the period of flush production, 
from the field, and before competition: is met from new 
fields rather than extending this charge through the later 
years of declining through put and expensive operations. 
There I am bound to agree with the submissions of tho 
Roya.ite Company as against those of Commission Sounsel, 
and it is not done with a view of trying to increase 

their profits.in a phase of the industry we are not 
interested, Ft is done from our standpoint solely 

that ve think that the matter must be looked at fairly 

in all respects, and our opinion is that 4m industry 
.running the risks and so on that the pipe line system 
does, that it is not advisable or sound to take the life 
OE the field, or a period of 19 yoare, as the determining 
factor. 

THS CHAIRMAN: You say somewhat Jess than 
20 years and on a graduated scale, amortized quickly during 
the period of flush production as l understand you? 


MR. HARVIE: Vell, I would say that is 
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worth @onsideration, yes, that the trade can stend it 

much better during flush production, or the field can 

stand the rate much better and ‘the producers, during a 
period of flush production, when operetions are more 
reasonable and the cost of operating in the field is 

more reasonable, than they could when the through put 

is curtailed through any source that may arise. 

TH= CHAIRIBI: Perhaps they could stand 

it better, but why should those who are presently in 

the business pay for these Lines, and those who drill 

last pay little or nothing? 

DiveHARV IS: Of course, it is not saying 
that those people will not be paying a great deal when 

that time comes. I can see no reason why we should say 

the principle applies to 19 years and not to 11 years or 
Some other figure you wish to make. I mean just bO.Gb use ses 
THOS CHAIRIUAL : Quite so. pei: we 

can say anything ve like, what do you suggest we should 
say? 

MR. HARV: I would like to deal with 


the t separately. 


THE CHAIRiIAN: Very good. 
MR. HARVEx: In a summary balancing one 


as against the other, because I think they are all inter- 
related. 

Me. COM ISSIONIR LIPSHTT: Vhen you speak of the life 
of the field in connection with Dr. Boatright it would 

po: fair: to say his life is 2? years, but he reduced it ito 
LO yEarSeceeeee 

lime HARVIn: Yes, I should be corrected 


on thate His life of the field is 27 years, end his life 
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for pipe line purposes is 19° years. “T--think thats the 
way that is put. I do wish to be corrected on that. 

The sub-item is "Rate of Return”. Commission Counsel 

has produced evidence that suggested that the rate of 
return on the investment of 8,0 allowed the Gas Company - 
by that I mean the Calszary anc so on Gas Company - might 

be a fair rate to allow in respect of the pipe line, on 

the ground that their respective undertakings are comparable 
from an investment standpoint, although in his recom 
mendations he suggested a rate of 10%. 

Mr. FRAUL:Y: I led Some evidence about 
10,0 too, Dr. Boatright's. 

MRe HARVIS: Yes, that is only fair to 
state there was evidence of 10j. I cannot agree that these 
two undertakings are comparable as I consider the undertaking 
of the Gas Company is of a much more permanent nature, and 
not subject to the same risks as that of the pipe line, 

and is, therefore ,not entitled to as great a rate of return 
as should be allowed on the pipe line underteking. 

Wor do I think thet the increase of 18%, that is from 83% 
to 10:5 suggested by hire Fravley, is sufficient to look 
after the difference in risk betveen these undertakings. 

The period of amortization allowed may also be a real factor 
tn the rate of return thet should be allowed, as it is 
apparent *<hat the shorter the amortization period the less 
risk there is of loss of capital and, therefore, a smaller 
rate would be justified. And that again emphasizes the 
point all factors have to be teken, inter-related and 
considered in conjunction with each other. ‘e cannot 

get one figure for one item alone. It must also he 


kept . in mind that any rate set should be Such 
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as to attract capital for future developments of a 
Similar nature. 

THE GHATIRMAT s: More pipe lines? 

rt eHHARVIE : Yes, if we wish to get 


into the pipe line business from some other field or 


other. 
MR. FRALEY: Speaking for yourself? 
MWR.HARVIa I think we should be. 


fe would all hate to think this is the only pipe line 

in Alberts for all time. 

Mie COM:ISSIONZR LIPSETT: Von't you think there 
would be a good deal of capital available if the people 
could be sure of their money back within a certain period 
and all their future outlay plus 8%? 

MR.ABRVIG: Yes, but I do not think 


any pipe line undertaking can give thet assurance. 


MR. COMMISSION:R LIPS&STT; No, because they have 
hot had a rate fixed from experience over a number 
of yearSe 

MR.HARVIu: I cannot eonceive of an 


industry, such as a pipe line, as I picture, as it may 
develop in this Province or it has developed in other 
places, of it ever being of a nature that is comparable 
to one that is entitled to an 83% rate. In other words, 
there are so many factors that come in. intone breath 
we say the longer the amortization period the greater 
return, and the shorter amortization period the less 
return. I agree with that in principle, and it just 
may be there is some place where that equelizes itself 


and that is the place that we should strive to. arrive 
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MR. COMMISSIONSR LIPS#¥TT: We had evidence, I think 


it was from Mr. Tanner, that the public were putting 
their money in the Gas Company's preference shares on 
a basis of 6%. 

MR. HARVI:: | Mr. Commissioner, I do 
not think the two undertakings are comparable in any 
respect as far as the rate of return on the investment 
is concerned. In the first place the preferred shares 
are a senior security, at 6%. A great deal of the Gas 
Company's undertaking has been amortized and the putting 
in of the extensions and Sooo. ol think there ta) snst 
twice the security - well perhaps I should not say 
twice but a great many Prive the security in the Gas 
Company as there is on this pipe line. 

(Re COMMISSION:R LIPSETP: That is if you lose sight 
Or, the Taact.this Boing has already been pretty well 
amortized. 

MR HARVIG: if . On the premise of my 
remarks, as far as I am concerned, I do not think that 
should be taken inte consideration. If it should be 
taken into consideration I think we have got to go away 
back and just see where that goes. In other words you 
have to set a rate. You have to start giving them 

thet rate of return from 1925 on, and by the time « you 
depreciate and reduce and deduct and so on, I do not 
know what that profit is. Their cash today that they 
have earned is one thing, but that part which nay be 
prefit is entirely another thing, and in a very much 
Smaller amount. There is no evidence to show, there 
has been no attempt to show what would te, we will say, 


their excess profits, which is.the only thing I think 
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we should take into consideration in that connection, 
as there has been nothing said as to what would be a 
fair rate for them to be allowed in thet period. f 
premise all my remarks, Mr. Gommissioner, on the fact 
that past losses and past profits can be ignored end 

we meet the situstion as we see it today. Now 

in summarizing, I believe that it is in the interests 
of all concerned thet, so far as practicable, any rate 
set skauld be one tht is as permanent and stable as 
possible, and not one for sove comparatively short or 
specified period, thus requiring periodic rates 
hearings. I foresee that a situation as has been made 
in my brief might arisc at any moment, and require a 
revision of the rate, but so long as and giving due 
regard to the situation, I think it is in the Interests 
of all concerned that a rate should be set that will be 
as permanent as possible, except for some unforeseen 
contingency.» It is almost necessary, I think, in all 
industries to get such a permanency in it as we can 

So we can took td the future in connection with other 
phases of our business. 

No doubt if the pipe line system is declared a 
common carrier, and a rate is set as such, provision 
will be made requiring the Company to file detailed 
statements of its operations with the Board of Public 
Utility Comnissioners, or other governing body, at least 
once a year, or some other period. This body will then 
be in @ position to check such operations anda teke such 
steps to rectify any matters that are not working out 
equitably. It is, I think, the practice in somo oases 


of public utilities to provide for a stabilization fund 
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into which any excess earnings are paid, and from which 
withdrawals can only be made with the consent of the 
governing body. This provides a means to stabilize 

the rate by allowing a reserve to be built up in good 
years from which losses can be paid in bad years, and 

is a practice that I think might be given consideration 
to by the Commission in this sase. 

MR. OOMMIISSIONS2 LIPSETT: Have you got any sort 

of @ conerete thing as to that? 

VR «Ha RVI: I am sorry, Mr. Comnis- 
Sioner, I did not ask Mr. Morrison just at the latter 
part of his evidence on that question, and I was not able 
to get much help. I thought it was something that was 
comnonly understood and taken into consideration in 
utility matters. It was too late for me to present any 
other evidence. I regret that. But it is, I understend, 
quite common practice, Now that completes my remarks 
except for the two points that have been raised, one 

just a moment ago by the Chairmen as to what rate we 
would suggest, having in minc all the factors. Really 
all I can say on thet,Mr. Commissioner, is that I have 
not had the advantage of being able to get complete 
instructions from my client on the matter. They have 
not had the advantege of being able to follow all the 
evidence, and getting the different views from which to 
enable them to give me those instructions. But generally 
I think it is something that has to be dealt with as a 
whole. There are these controlling factors, and you 

just have to weigh one against the other and arrive at 

a figure. I think the only figure thet could be arrived 


at is the final one. That it is no good saying 15 years 
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here and 15% there or anything else. It will be the 
Commission who will say, having regard to all the evidence 
we have heard, we think that is fair and that is fair and 
that is fair, and we will work out a rate from that and that 
Willi be the rate. WhileeI can do that it would be of no 

use I do not think to youe I have submitted to you what I 
think are the factors that should be given consideration in 
each case and the pros and cons and how I think I would like 
to see it dealt with. 

THs GHA IRMA: The practical thing is how 
many cents a barrel this company should get for transporting 
Ot). You have been here a long time. Have you any views 
about that? 

MR. HARVI: No, not in submitting any 
final rate, Mr. Commissioner. I have not had the advantage 
that Commission Counsel and its accountants have had in 
investigating the details of these different charges that 
have been included. I assume they are all complete. The 
only item I can think of that has been climinated from the 
books es they were found are the terminal storage, and in part, 
and the loop, the handling of the 6 inch loop. On my 

basis of suggesting it should be taken over at the moment 
that does not enter into it at all. 

THit GCHAIRMAL: You decline to make any sub- 
mission as to the rate per barrel that should be allowed to 
the Company transporting the oil to your refinery. 

LR. HARVIE: S11 I can say is I have no 
definite instructions on it. 

THs OHSIRIAT: Have you any statement to 
make with regard to the life of this field for rate making 


purpuyses, and secondly, have you any submission to make to 
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&£.UeHarvie. 
this Comiission as to what is a fair return on what we 
find to be the capital invested. 
Mas HARVIL: I say LI do not think I 
can answer any one of these individually. If your amort- 
ization period is ten years, then I say your rate of 
return should be different than if it is 20 years, and 
if it is 10 years the rate should not be as great as if 
it were 20 years. 
THE CHAIRMAN: Vhat vould be allowed on 
the investment as a proper profit as distinguished from 
amortization? 
Lik eHARVIE: I think this, I think the 
inherent risk is increased if the amortization period is 
extended to 19 years as against 10 years or some other 
period. And that if you should in your wisdom decide 
that the amortization period is 10 years, or should be 
10 years, I say the rate of return should be sgorrespondingly 
less than if you decide it is 19 years. 

The other remark was just one I think that arose, 
and that was as to the advisability of taking this system 
over as a public utility. Really all I have to say on 
that is I have premised all my remarks on that being the 
general ieantvons Of course, it is something that is 
for the Commission to decide. But I do say this that 1 
think it should be taken over in toto so that we can deliver 
the oil at the one end and get it at the other end delivered 
through one company. That is if it is taken over at all. 
If it is not. proposed to do that I think it is useless to 


take over any part of it. 


ER, COMEISS TOM LIPSatt: You do not use the words 


le 


"take it over” in their literal sense? 
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MR.HARVIE: No, I mean to take it over 
in the Sense of making it a public utility. Just as the 
Chairman, during the examination of one witness stated 

it is really not much use of setting a rate to terminal 
Storage if we cannot get it out of there without paying 
Some person that is not under control scme prohibitive 
figure. That is all, thank you. 

TH? GHS& IRMA: I think, Mr. Frawley, 

wé@ will pause for a little time. You are not tired, but 


WE aree 


(Go to Page 5965. }. 
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MR. FRAWLEY: sr. Chairman and Mr. Commissioner, 
I will deal first in respect to the geology, the life of 
the field. Now, Jur. eee principé&e point in dis- 
cussing the geological life of the field was to attack, - 
aS was very proper from his point of view, of course, - 
the evidence of Dr. Boatright. He said that Dr. Boatright 
had not, that no reliance could be placed on the porosity 
method which Dr. Boatright ohcsé. Now, the point IL 

want to make about that is that when we go to the 
evidence of Pr. Link, the Royalite O11 Comvany's chief 
geologist, we find that he knows a great deal about 
porosity, that he has spent considerable time on porosity 
and that after. he had been cross-examined by Dr. 
Boatright and had given some evidence as to what the 
porosity of the field was in his opinion, he then went 
further and the Commissioners will find at page, 
commencing at page 570 and running through to dage 584, 
that Dr. Link tells about some carlier work which he 

Aid on the question of porosity in 1938, in March, 1938. 
He goes into considerable detail, he files a report 
which, after all, is not a report, it is unfortunate 

that it was not, perhaps, a little more complete, it 


is just Dr. Link's conclusion in a report he made on 


"the porosity of the producing zone in the raleozoic 


Limestone of Turner Valley" by Theodore A. Link, March 
7th, 1938, and it is just his conclusions, and he files 
along with that a chart, which is Exhibit "26"..... 

THE CHALRMAN: wnat is the Exhibit number 
sfithe first? 

MR. FRAWL3Y: it. is 2chioat “Zeby bis 


conclusions from his report on the vorosity, and Dr. Link 
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files at the same time as Exhibit "26" a profile map, 
north to south, showing the average index of porosity 
of the field for every mile, and then he files a map 
as axhibit "27", a map showing the average por osity, 
showing the porosity contour area, a porosity contour 
map, South end of Turner Valley, lower porous zone, 
and beginning at page 570 of the evidence and running 
through to page 584 he discusses what those findings 
were, what his methods were in coming to his conclusions 
and what his findings were. 
for instance, on page 572: 
NQ I would like you to show that to the Commission 
so that they may see that. 
A In other words, the porosity in the upper porous 
of this particular strip was very good, index 
48. Unfortunately I took a bad one here 
because the’ lower porous in that varticular 
section was not drilled, so i cannot tell you 
what it was, but you can see for yourselves 
what I am driving at." 
And then he talks about: 
tin this strip covering sections 32 and 33 the 
upper porous did not hawe a very good index. 
23 and 25, the lower porous were very good." 
At page 574, Dr. Boa.tright 
asked him: 
"Now, here is an excellent example of what they 
brought out." 
that is the beginning of the sentence. 
"Davies 2, a large well, having an index of 46, 
put Spy Hill had 24, and you asked, Dr. Boatright 


asked me whether I thought Spy Hill had good 


J. J. Frawley. et iw 


porosity. i would say it has good porosity, 
but not the best. There are others better than 
that." 


Then he goes <n in that same answer: 


> 2D & LD 


"In other words good porosity here, very bad 
there, and good there again. There will be no 
inter-communication in that area. 

THE CHATRMAN: it cannot vass? 
It cannot pass or it wikl have to go around it. 

MR. NOLAN: Now what information did you 
have that enabled you to make that map and toa 
put on it what you have put on, as to the 

relative nature of the porosity? 

All the well cuttings from all the holes drilled 
in Turner Valley up to that time. 

All wells? 

All of them. They were all examined. 

Yes? 

There may have been the odd case where samples 
were not kept for 20 or 30 feet. Of course 


we could not use them then.” 


And then something 1 just noticed in passing, page 578, 


he said at the bottom of that page: 


"In other words in March it became apnarent to 

me that the large production which we are getting 
in the South west end of the field mient not be 
obtained Northward, and certainly I did not 

know there was going to be a Commission at that 


time." 


That is merely in passing because there is now evidence 
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that there is production in’ the north end now. You 
might say “why are you pointing that evidence out?" 
And I am pointing that evidence out, and before I 
conclude may I now go to his own cross-examination 
which has already been referred to, and I might refer 
to it briefly, on the question of porosity; now, he 
was examined, now these are geologists discussing this 
matter, Dr. Link, a very eminent geologist, and he 
is discussing with Dr. Boatright what he has found, 
what his view was Sn caue POrOsi ay «yaak> 
THE CHAIRMAN: Page and Volume? 
MR. FRAWLEY: Volnme 2, page 199, yes, 
pages 199, °?00 and 201, "When you get down", he says 
at page 199: 
But when you get dow just above the black lime 
there is about fifteen or twenty feet which 
actually smells and reeks of oil. It appears 
tome that is the only real. productive part.in 
it. The upper part above that is mostly white 
crystalline lime or other lime which has less 
porosity and then there ig re-crystallization 
by the calcides. 
Q In other words, the fifty feet thickness is 
fifty feet of oi], saturation? 
A Tos 
Then: 
"What would you say?", one or two questions later on: 
"What would you say the average porosity of that 
fifty feet is? 
A I would say that it varies from five to fifteen 
percent. 


Q What would yow say the average would be? 
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Oh, eight, That is just an estimate. We never 
have run a real porosity determination, as to 


per centage. 

In other words, this was done under a microscope 
ani is surely ane stimate? 

Yes. The way that is done, the little cuttings 
£ showed you are put under a microscope and then 
the number of holes in them is counted over a 
certain *erea.) itis just a rélative things vit 
we had for example a pore that size, it would 


never show up in the cuttings’. 


referring to something, perhaps, in his hand, 


"because it is just space, and we might have one 
hundred per cent porosity there, but that means 
nothing. 

Let us put this thing in another way? Let us 
assume that the porosity is eight per cent in that 
fifty feet, and that fifty feet represents oil 
gaturation. As a matter of fact you have four 
feet of oil Saturation in “he oil area of the 
particular weils you have looked at, which are 
primarily along the gas-oil contact line? 

Yes. 

In other words, that would be the same as saying 
my figure: of cight feet was correct, if I assume 
-ifty per cent was gas saturated? 


Yes." 


And shen Dr. Boatright says: 


" @ You remember, of course, in my testimony I did 


assume that forty-five per cent was occupied by 


gas?" 
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Now, the point Z am making on that evidence is this, 
we have aman who has given a great deal of thought, 
& perusal of his first report, his principal report, 
Exhibit "16", and then that led up to the BExehibit "28", 
in which he filed his conclusions as of March, 1938, 
and the maps whici he filed indicate the careful 
study that he made. 

Now, that gentleman came in 
and gave this opinion which my friend seeks to say was , 
perhaps, this famous horseback figure; nevertheless, 
that was the gentleman who was making it, and he said 
8%, sol say there is the support out of the method 
or dry Link, fOr Dr. Boatrignt ss estimate, and I go 
further than that and the real point I an making now 
Ps ays) to is "question of “sorosi ty, “ir. "Oral rman. is 
Hou. something that “Or. Coatrignt. brought “uc from 
Houston, Texas, for the first time, and gave to this 
Commission, it is not something that was in a school 
room yesterday, it is a very well known method of 
determining reserves. Dr. Link himself spent a great 
deal of time on it ad although, - and to be perfectly 
fair, the Commission knows that Dr. Link rejected the 
evidence pretty well, that it did not mean everything 
to him which ir. Boatright says it means to him, but 
my point is that that is another matter altogether. 
I say that it is a perfectly recognized thing for the 
geologists and the petroleum etetnoera te do, to make 
these estimates and that Dr. Link came to one conclusion 


ana Dr. Boatright came to another, both recognized and 
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reputable engineers, - that £2 a thing apart, but the 

point. Vert “Vs a perfectly proper and recognized method 

to use in estimating oil reserves. | 

TH CHAiRMAN: is not your strongest 

submission in support of the acceptance of Ir. Boatright's 

evidence, if the Commission thinks wise to accept it, 

that he approached the matter from other standpoints 

adverted to and he considered the porosity methods were 

more aczurate or the most conservative of all? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: That, if he had pursued his 

other means of approach he would have had it even a 

longer life? 

MR. FRAWLEY: that Ts, Or *C our se), that. ais, 

of course, the highest ground on which I put Dr. Boatright 

and I put him right there in my opening argument, that 

he told us and that he used some care, he did not just 

look at other methods, he used soe care in examining 

the sther methods and he tells us that they led him, 

and he gave us the actua. figures, and then he went to 

the porssity method and he gave to this Commission his 

final and considered view based on the porosity methoée. 

Certainly, that is of prime importance, first importance, 

when the Commission approaches Pr. Boatright's evidence 

with a view of whether they will accept it or reject it. 
Now, Mr. Nolan said very little 

more when discussing the geology. He said that Mr. 

Davies, knew a cousiderable amount about the Turner Valley 

field, and he does,and he also admitted that there was 


some possibility of error there, because it does seem 
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to be that he examined the reservoir when it was in a 
particular condition and not the best condition, far 
from that, and I think I can’pass, Mr. Chairman, from 
that, because ~ think anything further I might say with 
regard to the life of the field might be in the nature 
of repetition, which 1 must not do, because I think 

the principle point that my friend endeavoured to make 
when he talks, when he talks about the life of the field, 
was that Dr. 5oatright's metnod was not reliable. 

He did depend upon Dr. Deussen and he finally gave to 
the Commission the opinion that Mr. Davies gave, and 


that Was 154 years. Well, now... 


THE CHAIRMAN: ir. Deussen? 
MR. FRAWLEY: Mr. Davies. 
THE CHATRIMAN: You mentioned iir. Deussen? 
MR. FRAWLEY: Des, 2) Should Tinish ww 


Dre Deussen. I am afraid anything I might say about 

Dr. Deussen would be largely in the nature of repetitiion, 
but I say that the Commission with respect to Dr, 
Deussen is forced, if they accept him, to accept what 

js primarily “geological instinct." Now, I do 

think thet we have heard a lot about educated guessing 
but I do think that the Commission can get further and 
can come to a much more scientific conclusion based upon 
the evidence I must say ao Dr. Boatright, than by 

using the ee ey of Dr. Deussen. 

THE CHAT RTA: Dr. Deussen said 23 vears. 
MR. FRAWL&Y: He said 22 years. 


THE CHALRMAN: be years, 1s it7 
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MR. FRAJLEY: Yes, but he also comes down 
to 10 years, 

THE CHatl RMAN : That is another natter. He 
was advising the Commission as to how long they should 
allow for what one witness described as the "pay-off" 
from a Banker's standpoint. 

MR. FRAWLEY: And then he woild say 1O years? 
THE CHAIRMAN: Yes, but he has not deviated 
from the life of the field of, I thought it vas. 23. years, 
you say it 1s 20% 

MR. FRAWLEY: 22.8, yes, yes, née Has not 
deviated from that, yes, i have at least that figure, 
but I, frankly, must say that it was not arrived at 
with that attempted accuracy, he did not bring to bear 
upon it, endeavour to bring upon it his engineerins 
knowledge and his geological knowledge in the same 
fashion that Dr. Boatright did, and that is all I can 
say about that. Certainly, so far as Mr. 
Deussen is concerned, in bringing himself dow to 10 
years I simply refer...... 

THE CHAIRMAN : He does not, for the life 


of thes treld,..wn0. 


MR. FRAWLiY: ay Noy nnoterlore the tite ofan 
field. 
THE CHATRWAN: His best estimate of the 


life of the field remains at, you say 22.8 years, 
whatever that figure was? 

MR. FRAWLEY: Quite so. 

THE CHALRMAN: It remains there. 
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MR. FRAWLEY: No question about that, 

and by the same token Mr. Davies estimated, well, 15% 
years, as Mr. Nolan put to the Commission the other 
day. That also stays there as the life of the field, 
there is no reduction in that amount for pipeline 
purposes or for Bankers purposes, that is the only 
eStimate we have from Mr. Davies. 

THE CHAIRMAN : You see, one thing which 
seems to me, what do all these people say is the fair 
estimate of the life of the field, and then when you 
aoproach it from the standpoint of fixing a rats that 
is something again, because, as Mr. Harvie well pointed 
out, perhaps, if you are going to, for pipeline purposes, 
give it a very long life, you are going to addtto the 
hazards and you must give a higher rate. If you are 
going to say "Well, then, if the best estimate o. the 
life of this field is 30 years, we Will say. but we 

do not think we should give a rate that would provide 
fora hazard extending it over so long a life, we might 
reduce that, buteif- you are dealing» with the» life: of 
the field, I may say that Dr. Deussen does not move 
from 22.8. Dr. Boatright does not move from 27. 


Gill. stays atuSGruand so) on, vthatborsa) theslifesof the 


field. 
MR. FRAWLEY: Thage i sixrieht)..8L2, 
THE CHAIRMAN: Now. what you do about the 


rate, when you are balancing the rate, is another matter 
entirely, as I view it at the momen. 


MR. FRawLbyY: That is my submission also. 
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I was for the moment getting the two things a bit 
confused, the life of the field which Dr. Boatright 

has arrived at: namely, 28 years, is, I say, an estimate 
made by @ man who gave it,in my submission, who gave, 

in my submission, the matter more care, that particular 
matter, the estimate of the life of all the reserves,- 

I do not say that Mr. Davies and Ir. Link did not give 
the limited matter which I respectfully say is not the 
thing that the Board has to decide, that the Commission 
has to decide, that they may not have given that con-= 
siderable thought....,. 

THE CHAIRMAN: Do you see anything wrong, 
Mr. Frawley, supposing this Commission was of the 
Spinion and said frankly thcy were of the opinion that 
this field Had a life, “take any figure you like Tor 

the present purnoses, 30 years, let us say, that they 
are oF the opinion that datas a-life of SC -ycars, 

do you think of any good reason why this Commission 
should not, notwithstanding that, say 

that the pipeline rate should be »redicated on what We 
believe to be the life of the field..... 

MR. FRawLEY : No, I subscribe wholly to 
that, that you must, that you should make some allowance, 
that you are doing, that you are coing something that 
you will not have to do later on,in my calculation, 

that when you are coing that, when you came down from 
your 30 to your 20 or something below that, whatever it 
is, and then coming dom is where I think, with respect, 


the Commission must exercise great: care Decause in 
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J. J. Frawley. 
there they are taking into acoount these hazards, 
that is what I say Dr. Boatright did when he came down 
from 28 to 19. That is, verhans, what ir. Deussen 
dic when ie came down tron 20 to 10. Of course, 1 say 
that he was ultra conservative. 
TH: CHAT RMAN : Les, that is: to say, it all 
of the evidence, if every geologist came here and said, 
there was unanimity in saying that the life of this 
field is 30 years, 1 would think at the moment that 
the Commission would be mtitled to say "But you are 
in the realm of uncertainty in expressing that opinion, 
we grant that the best opinion and the only opinion 
before us is 30 years, but for dealing with somebody 


else's money we think we should take a lesser period 


oF. time," 
MR. PRAWLiY: Yes, and 2? “the pipeline...... 
THE CHAIRMAN: You do NSt say 2 tis uTniear 


or improper for us to do that? 


THE CHAIRMAN : AS I understand you. 
MR. FRadLby : No, that is my submission, 


and it means this, and it should be frankly stated that 
if, for instance, the 50, you gave me a moment ago, if 
that comes down to 20, we say, and then the operation 
extends to 28, 25, 24 years, that is just some extra 
return to the company and that is how it is repaid for 
that risk that they say is inherent in the business. 
TH CHAIRMAN: Guite, and if it is’a lesser 


period of time they run that ri gis 
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J. ds Frawley. 
MR. FRAWLEY: That is it. It works conversely. 
THE CHAIRMAN: That is why I am trying to 


hit some fair and happy Medium that will not do injury 

to the company that you are taking over and yet will not per- 
mt of the public suffering too greatly because of the 
rate you strike. | 

MR. FRAWLEY: That is true, sigs Now.) that 
brings me, directly to what Mr. Nolan's proposition was 
and Mr. Harvie's too, that the life of the field is not 
the determining factor. Now, I take, certainly 

take issue with that, because it does sean to me that 

it does not hang together. Dr. Boatright never would 
have arrived at 15 years excent he had arrived at his 

28. Let os ego back to the original interchange between 
the Chairman and Dr. Boatrisht when he was working on 

the rate of 51, and he was asked would be come down, 
would he come dom from 31? He didn't go, he didn't 

say "Well, just farget all about my 31, I am going to 
pive, you & life of the Tield now of 20 years." 

in answer to your question “It is 207" Lt is not 

20 at all. It is 31, less 30%, which equals something 
like 20. 

THE CHAT RAN: An allowance for the factor 

of human error which he wants to eliminate when dealing 
with other people's property? 

MR. FRAWLEY: Quite so, and I do not care 
whether you say the life of the field was the determining 
factor or the life for pipeline purposes was arrived at | 
having regard to the life of the field, 1. think, frankly; 
again, I think it does not matter at all but I do say 


that it mist be that the 20 of Dr. Boatrignt's, Dr, 
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Boatright's 20 or 19..... 

THE CHALRMAN: Equally, we might take the 
haw figure and say 30% off for error? 

MR. FRAWLEY: And then he comes down, quite so 
except Mr. Gili, he stands like a rock, he says B36: - 

THE CHAIRMAN : Yes. 

BIR. FRAWLEY: And then :Y. Deussen's 10. 

I see in that the same assurance, because there is 22, 
because he seemed to leave his 22 rather alone and 
helpless when he got to his 10, because he told us that 
he was so conservative an investor that if he saw a 
royalty that would produce for 40 years, that he would 
still want it to pay him out in three or four or five 
or ten years. 

THE CHATRMAN: Do you think that li. Deussen's 
10 was in any way related to his 22? 

MR. FRAWLEY: No, in no way. well, perhips, 
in no Way, perhaps not. 

THE CHAIRMAN: He gave the life of the 

field on the one hani but he says to the Commission 

"T have had experience, I have had to advise Bankers, 

I have to deal with people who buy royalties and I have 
to see my money back in a certain period of time, and 

you Commissioners, when on are fixing this rate, that 
is what you should have in mind, never mind this 22 
years, that is my best oninion, it is true, but so 
that this connany gets its money back this lesser =eriod 
must be taken." Now, that was my ap»sreciation of tur. 
Deussen's evidence, not that he said that 10 is a 


deduction of 20, but even if he thought that the field 
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J. Jd. Frawley. 


was 50 years, he still would have said they should 

get their money in 10. 

wR. FRALEY: Lee. 

THE CHATRMAN: That is as I presently 
appreciate or understand the impression he desired to 
leave with the Commission, 

wR. FRAWLEY ; Yes, and so you cannot say, 
E think you can just say this much dnd no more, that 
the producing royalty that he was talking about buying, 
had a life of 40 years, but that he had to see his 
money back In trom S705 to 10% 

THE CHAIRMAN: Quite so, and that may be a 
perfectly proner view for the Commission to take. 

MR. FRAWLAY : Quite so, and then you must 
nut ir. Deussen in with Mr. Hill and ilr. Taylor, trey 
are the people that Mr. Taylor, certainly «rr. Hill 
turned to on the Life of. the fleld, and you nmuet 
simply say “This thing should pay out, they should get 
their money back, on business risks such as this, 
having in mind the hazards and so on". 

THE CHaLRitan : Mr. Deussen said "If you 
want to know what my opinion of the life of this field 
is I will tell you, it is 22. something years, but if 
you want to know what I think you should do about 
dealing with the pipeline rate I will tell you this, 
they should get their money back in 10 years." 

MR. #RAWLLY: yes, and it was just running 
in my mind, that he came a long way and he apnears to 
be a man with some exnerience in estimating reserves 


and my friend took time to read to the Commission what 
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J. J. Frawley. 
that experience was and he did give us the life of the 
field but, frankly, I am bound to agree that he turned 
his back on that and said "NOw, you.are here fixing a 
Hipeline rate, that ie a different thing. Maw, (te you 
PT Will say you must 21x such a rate as will get these 


people back their money ~in 10 years,” 


(vage 5981 follows.) 
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J. J.Frawley. : 
THE CHA IRIN: Having gone that far, if 


it is convenient at this point, do you care to discuss 


why he is wrong if you think he is wrong? 


Re FRAULSY: Why lr.Deussen is wrong? 
THE CHAIRMAN: Yes.or Mr. Taylor? 


He does not regard the life of the field at all, and Mr. 
Hilt is not concerned with it. They have a different 
approach. They say "Ye assume that you are going to 
deal fairly with the people whose property you are taking 
ever, (or purposes; of regula ting at. any rate, and it does 
met tatter what the Life of this field is." Tt might: he 
100 years, but let them get their money out and then go 
at them about their rate, and then Limit them to a bare 
carrying charge, a proper carrying charge thereafter. 


Is there something wrong with that, and if so, what? 


Mite FRSULGY: Just what is wrong with 
that? 
TH CHA TRAN: If it is a convenient time 


to discuss it. 

WR. FR&:LuyY: Yes, I may as well discuss 
it because in my reply I have no proper outline. My 
answer to that is this, we should only go to them and this 
Commission would only gc to them if it had no other 
yardstick. It strikes one at once, vhat is the connection 
between the useful life of this pipe line and the life of 
the field. I say that is the foundation. It is not Like 
an electric power sysStemo.e.ce.e 

THE CHAIRMAN: They say, of gourse, you 
have to know the life of the field + know it exceeds that 


period, but that is all. 
MR. FRALEY: Just so that you will always 
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have that much knowledge that the life of the field is 


more. than: this period, bécause if it is'less it ws 


impossible from their own standpoint. s 

THE CHAIRMAN: Then you have confiseated 
it. 

Me. FRAWLEY: Yes, confiscated it. We 


have this as a pipe line, and my friend will agree, we 

are all agreed there is a dearth of law, in cases, even 

in the great number of utility cases which are there te 

be looked at. This is a pips line, we must keep that 
aveayvys in’ mind, what is it for? It is to take oll eut 

of Turner Valley. How long will it continue to. take otl 
out of Turner Valley? In my submission as long as the 

Oil lasts, and then, after it has taken out the last barrel 
er oll, it is a perfectly good system, and Mr. Coultis 

Has it carefully kept, but it will be of ho use to them, 
THE CHAIRMAN: We all seem to agree on 

Mr, Coultis, no matter how much we tex other people. 

MR. FRAWLEY: We do not care who peys 

his salary. 

THE CHAIRMAN: | There are two things we 

do consistently, we praise Coultis and discuss McLeod's 
Sahary. 

MR. COMfISSIONsR LIPSATT: L think you have come to 
the conclusion you won't divide up Mr. Coultis as you are 
going to divide up Mr. McLeod. 

MR. FROWLEY: No, he is fortunate. He is 
one of these direct assets that does not need to be divided 
up. He is the best pipe line operator in the world as far 


as I am concerned. 


MR. COMMISSIONER LIPSETT: I think he would come inte 
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the utility wouldn't he? 

one PRAVEEN But this system that Mr. 
Coultis has kept up so carefully is no good to anybody 

bec@éuse the oil has gone out of Turner Valley, and that 

must be kept uppermost in our minds and that is why it 

has a diminished value of service. So that the consumer 
equally must be kept in mind. We have not like an electricity 
plant, something that just needs tn be kept on and on and: on, 
and there is an indefinite life. Some day the last barrel 

of oil is going to be taken out of Tumer Valley, and on 

that date it is useless and of no value. I quite agree 

we would not have bothered with the life of the field at 

all if this was a utility such as a telephone company, 

that is a good example, a beginning with no end at all, 

until the end of time and people stopped talking, or stopped 
using telephones. Tnere will always be a telephone rate to 

be assessed. 

TH CHAIRMAN: Life without end. 

MWR. PRAVLY: Yes. The Turner Valley 

oil field is going to be exhausted some day, and that is so 
fundamental that it keeps the CoMmission away, in my respectful 
submission, away from these business men's estimates which 
are only business men's estimates. I meanve just simply 

say "All right, we put the money into that thing and we want 
to get it back,"and this Commission says and we can be sens ble 
and we can be scientific about this thing, and we gc to these 
people .and we ask what these reserves are. And the Commission's 
pie awa ere made on the life time as soon as the geologist 
tells them what the recoverable reserves are. But that 

must always be kept in mind. It is a diminishing period. 


Every dey that passes, it is less valuable to the user and 
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Jd. J. Frawley. -5984- 
to the owner, every day since 1926, it was less valuable. 
It is such an cxact thing. ‘je know precisely the day 

the last barrel is taken out just thet day this pipe 

line has no use. So that you must always in making 

due allowance, only spesking of the main thing at the 
moment, you must first say what is the life of the field. 
Then you say to yourselves "Well I am afraid to say 
thats, Lt would not be fair." Not that you are afraid. 
THE CHAIRMAN: You would not tell us 
gust what the last day is the last barrel is coming out. 
It would be a great help. 

ite PRAVBGY: Lf. I gould. Sel]. you the 
last year we would stop talking over telephones I would 
be able to do the one just as well as the other. But 

it will keep on a great many years as production keeps 
coming in, we hope. That ina few words, is why I say 
you have to regard this pipe line - and thst is why I 

say - as I will a little later - you have to keep in 
mind its functional depreciation, which my friend, with 
great respect to him, does not seem to understand. 

He thought there were some things I did not understend 
but I heve found one he does not undersiand. That is 
why because of this wasting life of this Turner Valley 
oi2 field, and why for that reason and just in the same 
proportion Mr. Coultis' pipeline is of a diminished value 
to him or to the mean who uses it, thet is why you cannot 
say "yell let us have a good round guess at this thing, 
just when a business men would like to get his money out of 
it, say 10 years, th>t is a long time for any man's roney 
to be out." Mr. Hill thinks three years. I say this 


Oil Company will get its money out of this pire line as 
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J. J. Frawley. ~5985- 


long as ths oil is in Turner Valley to put it through, 
marketing questions and these other things aside frr 

the moment. Therefore, when you are talking about over 
What period will we amortize it, why is it not fair to 
Say we will be fair to you and the other person and we 
will give you back your money over that period of years 
in which the oil is going to be there. Lhe SG FOU 
cannot come back. ‘When you say "I will take the life of 
tae Tielq at 30, but I wild come down to-20", all you 
ere Saying, in My SupmASssion; Ts thet the’ oi’ 1a not 
going to be thers. We are just going to be through. 
That the oil is going to be there for these 30 years 

but we will come down to 20, you are saying the same 
thing. You are saying thet the oil is going to be 
there and to be available to be put through that pipe 
Eine at a@ profit for that number of dager The t is 
where you always come back to, the number of years 
during which the oil is going to be there. You start 
out with the gross life of the fireid, you Might calieat, 
and you finish with the net life of the field, which 

is the life of the field you want to allow and fix to 

be perfectly safe to the Pipe Line Company. Because 

we are being fair to the Pipe Line Company only there, 
very properly of course. Becauee to be fair to the 
user you would say "Vell we have been given an honest 
opinion of the life of the field, let us say 30 years." 
That is an honest opinion. Let us take that... You 
would be fair in doing that to the user. You would 

be guided by not what yOu sey in your judgment would 

pe the life of -the field. But you are fair to my friend 


and only to my friend, when you say we will come down and 
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we will be safe and knock off 30%. That is quite a large 
per cent when you start reducing the life of the field 
and all it means. Because-as br. Hill told me, or Mr. 
Dsussen, if the life of the field is 22 years, than there 
is going to be a difference between the 10 years and the 
22 years, on Mr. Deussen's figure, that this oil is going 
to be carried through without any - well shall I say simply 
at a very nico profit to this Company. 
THE CHA LRMAN ¢ Is it not open to any one 
at that time who feels it is an unjust profit to apply to 
have it reduced? 
Mie FRAVELSY: That does seem to be the 
answer. You are quite right about that. Then I suppose 
all that has happened is that you have rath r made the 
present day user pay pretty much too much, that is all? 
THS CH&IRMAN: Yes. 
MR. FRAWLEY: Yes, because we do seem 
to be taking it for granted there will be a regulatory 
body end most of our arguments have got to be addressed 
on that basis of that being so. Incidentally I found 
a Montena case which rather bears on that and I will 
discuss it in due time. 

That, unless there is something else the Commission 
wants me to discuss as to the life of the field, is all 
I have to say about it. It has been so thoroughly dis- 
cussed by everybody and the Commission, I feel now, has 
had the benefit of all that I oan usefully say about the 
life of the field. The Commission must be persuaded by a 
variety of things as to whose evidence they Shall be 
principally guided by in arriving at the Lite wor. the fields 
The life of the field.» Then as to whether tney should use 
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qhe life of the field at all or not, well, of course, 
frankly, At is my basic submission that they should be 
guided primarily by the life of the field and that any 
rate that they fix must be soMething, whether you cut 

ij in half or two-thirds, it should be something which 
has as its beginning the life of the field. 

THE CHAIRMAN: We have been quite struck 
with the great convenience of using horseback figures in 
the course of this Commission's evidelice. 

MR. FRAWLEY: : IT am not submitting any 
horsebagk figure on the life of the field, excepting insofar 
as the 30%. Ido not know enough about this horseback. 

It seemg to me a particula: language. I would not want 
to get into the language of these petroleum engineers. 

I do not know whether they would call that horseback 

bre not. it is just an allowance for errors But it is 
plenty. It is plenty to say "I am right in my 31 

years, and no doubt I am conscientiously saying this 

mare of the flebd is 461 years, but 1 am dygee Willing, 
being fair to this Pipe Line Company, to come down 30%, 
just to be fair about it and allow for any error.® 

IR. COMMISSION R LIPSETT: To what extent does that, 
in your opinion, eliminate the hazards when we are going 
to decide on the rate of return. 

Mi. FRVLEY: | I was going to say sone thing 
about that too, and 1 may as well say it now. Why, this 
Pe just what it doses. Mr. Taylor who, with respct to Hin, 
I have taken considereble exception to aS we went along, 
put it rather wells He said the Commission will have to 
reckon with or take cognizance of these risks when they 
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affive at the Life of the field for pipe Line purposes. 
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Whether he used those words "for pipe line purposes" 

or not, clearly that is what he had in mind as the 

proper way to look at it, that is the Commission will peikee 
in coming down from 100% to 70” of any one of these figures - 
which incidentally as far as I think they should not come 
down snything or step down - that they will have taken 

into account that there are some risks in this business 

@o Woll as allow for some error: in, the geological 

Gpinions expressed, and that if you do it then you have 

not got to,do it-tlater on. Ones you have done it then it 
is done. And then it does not lie in my friend's mouth 

to say "I want a 20% return or I want a high rate of return" 
because his own witness, Mr. Taylor, I think agreed finally 
that the intervention of the Utility Board had thet effect, 
My friend has tried to put it into my mouth that invoking 
oie. Fuplie Utilities Board put oil into Turher Valley. 

Pr oso not do thate -<LU aid ‘Rot adc uto he 2 teers ate 
field. But the intervention of this Commission and the 
hixing by this Commission of he Lite iotwthe »tieta. is 

going to, in the opinion of this Commission fom, the 
purposes of this pipe line rate, give to this pipe Line 

the privilege of carrying 211 and the obligation perhaps 
of carrying oil for a number of years that are selected 

by the Commission. It has done that thing, My friend 

can call it giving a life time to the field or putting 

oil into the field or whatever he likes. This Gommission 
will then, to use the Chaira#n's own words, not then turn 
back. It will have done that job and then they would 

have to make their further calculations, as in my sub- 
mission they should, using that life of the field. 


Perhaps I should put it this way, assuming you do fix the 
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free Of the Tiejd. 

TH CHAIRMAN: , I wonder if you are right 
in saying that the 30% for error included hazards. Was 
it not rather Dr. Boatright's opinion that that 30% was 
an adequate allowance for orror in judgment. 

MR. FRAWLEY: | Yes. 

THs CHAIRMAN: And that over and above 
that you say you have the ha zard of crop failures and 

fer tarke, - think? 

MR. FRAWLEY: Yes. I am glad you called 
that to my attention. We had not got to hagards at that 
time, that is right. Thet came later. So that Dr. 
Pederiant said, after giving you my best judgment, he 


makes an allowance for error. 


THE CHB IRMAN: It might be up as well 
as down. 
MR. FRE VLEY: That is right. Then 


answering Mr. Commissioner's problem of hezerd, I will 
have something to say about that latex on. I have the 
view that there is no more hazard - quite contrary to 
what Mr. Harvie says ~ I have the view thet there is 
no more hazard in this than in the business the Gas 
Company is carrying on. 

My friend then sceeanion eas qe eetan of oonfis- 
cation for the greeter part of two days, and we heard 
a lot about confiscation. He even was sufficiently 
concerned with the fear of confiscation that he went 
to the American Constitution and he quoted for us the 
5th and the 14th Amendments. well, he said he was doing 
that because he said he took enough out cf the Pipe 


Line Act and your Lordship's Commission to find arguments 
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that the American cases were applicable. WNow I want 

to see first what He founded this ‘Tear on. This’ I°do 
not know, | this assurance he obtained out of the 
Pipe Line Act, because frankly I do not think to put 

it baldly, my friend has any assurance in the world. — 
He is entirely in the hands of this Commission. He 

has not any assurenee either about being confiscated or 
not. That is in the hands of the Commission. 

Rw NOLAN: I would sooner be there 


than in the hands of the Legislature. 


MR. FRAWLEY: It may be just a short 
step. 

MR. NODAN: But I am certain about 
that. 

PR. FRALEY: Seotion 9{1) my friend :ga.4d 


was something that gave him the feeling that, I am afraid 
my friend was using that thing called the Gonsolidation 
so I will have to ask you for one if you have one there. 
MR. COMMISSIONER LIPSATT: I can give you my copy.: 
MR. FRAWLEY: 9(1), that is the power 
of the Board to make regulations. He read the second 
sub-section to Section 9 of the Pipe Line 4ct. 
w "In making any such paiietets de the Board of 

fPuplic UtIPity eiities iohates may rely upon 

the technical advice of competent persons, 

and may consult with operators of pipe lines 

in order that the regulations may be as effec- 

tive as possible, and impose as little hard- 


ship as possible upon individuals." 


And then he referred to the Commission itself, which I 
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think does no more than direct the Commissioners to 

find what the fair and equitable rate for the gathering, 
handling and transporting should be. ell that is, of 
course, fundamental. The Commission will not find - 

and are directed by the Commission to find only what a 

fair and equitable rate should be. That seems to do 

away with any question of any rate which this Board - 
which anybody could term confiscatory. 

THit CHAIRMAN: What does that word 
individuals in that section mean? Does it mean you are 
not to do anything that would injure the Company or 

does it mean you are not going to make any harsh regulations 
against the individuals who are using the line. 

Mh o FRALEY s "May consult with operators, 
cf pipe lines." Thst is the only people they are entitled 
to consult with, in order that the regulations may be 

as effective as rossible, and impose as little hardship 

as Pca cimewhebh individuals, It is a perculiar section. 
MR. COMMISSIONSR LIPSstT: They use the word "Company" 
before and use the word “individuals" there. 

MR. FRAWLIY: My friend has to face, 

I say, anything in the recommendations that this Board 

may make. This Board might suggest that the sub-section 
be struck out of the Statute. I say that the powers of 
this Commission are as wide as the sea in dealing in 

any fashion, particularly by virtue of the omnibus clause 
at the end, in any way directly or indirectly with the 
imposition of this pipe line rate. Now we talked about 

the Stanley case the other day and I think I might 

as well bring it to the Commissioner's attention 60 

‘that there may be no question as to what the powers of 
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the Legislature in this Province are with respect to 
the confiscation of property. This was the judgment 
of the Court of Appeal delivered by lir. Justioe MeGill- 
ivray, and it is reported in 1935, 3 Yestern '‘ieakly Reports 
at Page 517. Rex v. Stanisy. That part of his Lordship's 
judgment dealing with the rights of confiscation commences 
at Page 541 and runs over to page 4534. His Lordship 
began by commenting upon the fact that Counsel for the 
Appellant did not attempt in argument to support this 
ground of attack upon the Act, his Lordship felt that 
as it was raised in the notice to quash it should be 
dealt with. His Lordship referred to the Arcadia Coal 
case, the Hodge soase and the Florence Mining Company v-« 
Cobalt Lake Mining Company, in Ontario, and then concluded 
with these words:- 
"The Act questioned in the case at bar is prov- 
incial in character; it relates to property 
and civil rights in the Provinese; it is of 
general application and is limited in effect 
by the boundaries of the Province; this being 
so I am of the opinion, confirmed by the opinions 
in the judgments referred to, that the Slberta 
Legislature was entitled to legislate as it has 
done so as to confiscate, in favour of His 
Majesty, in the right of the Province, slot 
machines of the kind in question, with a view 
to stamping out the use of these contrivances 


within the geographical limits of the Province." 


I do not think my friend has the slightest to fear 


from anything that I have submitted that 4 rate which 
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by any stretch of the imagination could be celled confis- 
catory will be imposed upon him. i#xcept that of taking 
away his privilege to earn 52% and being required to 
accept an earning of only 10% - that would be called 
confiscetory in the sense there is a difference between 
the 52% and the 10%, but thet I take it, is not the 
meaning in which my friend used the word "confiscatory." 
I presume he meant he did not want to be ask:2d to 

operate his pipe line ona rate that would mean the 
confiscation of his physical property, and that he would 
not be able to get back his cost. If he does say that 
is confiscation, then what shall I say? Perhaps it is 
confiscation, and tnat it is something that may necessarily 
follow upon the recommendations of this Commission, because 
I may well say something now that I was going to say 
at the end. In my respectful submission, this Commission 
could not recommend a continuance of the present rate 
except it recommended, necessarily recommended that a 
profit of 52% - I will give you the figures when I come 
to it as indicated by last year's experience - was a 

fair and equitable rate. In my respectful submission 
this Commissicn will not “ao that ;- andor. shouldsts. ss 
THis CHL IRIN: It should not do that 

did you say? 

MR. FREVLGYS Vell I certainly meent 

to sey that, and if by a slip of the tongue I did not, 

T am sorry - that the Commission should not do that but 
if they accept my submission of 10% that that will not 

be called by anyone a confiscation of this Company's 
property. 


Now, dealing with the consequences that might 
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follow, I want to make the obvious submission that this 
Commission is not setting the rate. This Commission is 

not acting under the Public Utilities Act, and I do not 
know whether it is fortunate or unfortunate for my 

friend.. All this Commission is doing is recommending 
something, - as it turned out many things you are being asked 
to recommend. It started out with the idea that you would 
recommend a rete, and that you are now being asked to 
recommend a great many things in connection with the 
operation of the oil business as it has to do with the 

pipe line operation. But you are only being asked to 
recommend a ratee In the recommendation which the 
Gommission may make, it may recommend anything. It may 
recommend that this amendment be made to the Public 
Utilities Act} that the Pipe Line Act as such be repealed; 
that there should be immediately constituted by Statute 

or otherwise, a series of regulations embodying all 

these things we have heard from so many witnesses. I 

Go not know whether my friend realizes that he ae 

face too the possibility of the Commission recommending 

all these things. He seemed to think he had some protection 
in the Pipe Line 4ct and some protection in the Commission. 
‘ell he has scMe protection in the Commisshon, that is true, 
because that is what the Board is limited by, But he has 
not any protection in the present make-up of the Pipe Line 
Act bec@use this Commission may recommend that the whole 
Pipe Line Act be repealed and a special Act be passed or 
that they be put under the Public Utilities Commissioners, 
and as I see it there would not he any need fora Pipe 


Line Act. 
HR. NOLS: T would like to know what my 
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friend, the learned Counsel to the Commission, is 
Submitting to the Commission they should do in respect 
of these matters. I do not see of what benefit to 
the Commission it is to tell them what they cen do 
unless you have some concrete suggestions as to what 
the Commission should do. 
THS CHAIRMAN: Well Mr. Frawley, 
epropos of that, I sup:ose you will desl with it. 
If not, we did intend to ask you what you had to 
Suggest our recommendations would be, of course, with 
respect to the public utilities and coumon carriers 


and alli this. 


bi FRE: LOY: VWOLLT OL VaOuyse ss eles 
Tie CHA IRMA le woulda be interested 


in your view about that. You have thought about it and 
I daresay you will reach it. 

Pi ay ts Lh Y Iam glad vere your 
observe tions. 

THs CHSIRMAN: If thst is what Mr. 


Nolan hes in mind, we did vant your views about that. 


Mr. TIOLSI! s And the Pipe Line Act 
too. 
MR. FRAIVLY: I do not think my sub- 


mission with respect to these new recommendations, 

which are really peace to the broad question 

contained in the Commission, and properly so because 

of the omnibus clause, but I will be glad to make a 
submission with respect to that. 

THs CHAIRIIAN: For example one bothersome 
thing would be if we went into such things at all as to 


vhether or not this Company should be preserved as a 
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department or whether this Commission should say as 

@ condition of operating a line it should be set up 

as a separate entity, for the purposes of clarity and 
certainty in the regulating of it. Lo heve no) fixed 
ideas or views as to what should be done. But I would 
like everybody's opinion before we seek to put our own 
forward. 

Ma. FRAWLGY: I intended to make a 
brief reference to that. That is perhaps truem so many 
things have emerged out of this. we have sat since the 
12th of December and we have discussed a great many more 
things than just the rate. I have recommended with 

great particularity what in my view and my submission 

the rate should be. Perhaps it is not unfair in 

view of all of the other matters, some of which are 

left rather unsatisfactorily..... 

THE CHAIRMAN: You take the subject of 
the rate. Surely it is all tied up with everything that 
has been furthered by evidence before this Commission. 
How would you fix the rate, a rate that you would have 
any certainty about for more than a month, if you do 

not do something about the indirect costs of this Company? 
HR. FRAULSY: If you do not do something 
about what? | 

THE CHAIRMAN: _ The indirect situation 

So described because of this being a Company carrying on 
other operations at the same time. 

MR. FRSUGLS&Y: | If I understand you would 
arrive at "X" cents as the rate which the Royalite O11 
Company must hereafter charge to the users of the line. 


THS CHAIRMAN: And that rate should 


(— 


st 


oe oe y er 
Bass é 5 
mn a4 — ae * 3 
+ : ¥ 
Se . ; 4 
‘ : <n Be Wes 
S - om i 
Orley = ig te 
$ ak ' ‘o 
- , 
, oie 
’ c 
: ; 
' a 
— eo cs 
; 3 
Z ‘ ; 
eM Suet o w= 
vent Fax ae 
we 
oe Ri awe 
4 
bec | 
Cy 


Lee om 
eu 
2 se fa 
et ; [ihe 
ies . i Sa 
J . 
, 


. 


4 
" 
‘ 
z 


\- 


T-3 
iT 


-5997- 
J.J.Frawley. 


perhaps properly be changed over night according to 
what the other three-quarters of the Company charge 


for their utility. 


(Go to Page 9998- ), 
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THE CHAIRM«aN: I moan he has to arbitrarily 


say "Well we will allocat. 18% of the costs to pipe 
line". 

MR. FRAWLEY: Well the Commission will have 
done some allocating when it arrives at and recommends a 
rates 

THis CHAIRMAN: Mae igntiwwekly then .Aatvituds to 
be a useful rate we say also that shall not happen again, 
there must be some simple method, as Mr- Burns says there 
13,0 fixing the relationshir between those two in respect 
of assets that they use in common. Now is that foreign, 
and if so, we have been wasting time. 

Rs FRAWLEY: No, and that is something--- 

THE CHAIRMAN: It seems to me it is vital, if 
you want to look beyond today. 

MR. FRAWLEKY: ~ And that is, Mr. Chairman, why 
one i8s almost driven to say there is only one reasonable 
solution arising out of these things and that is that this 
company shall become a pudlic utility and go under the 
direction of the Public Utilities’ Act. Then all these 
things are routine. 

THS CHATRMAN: Asp a devartment or as a company. 
MRe FRAWLEY: With respect now, LI think that is 
@ subsidiary matter because I see no particular advantage 
in separating the company. I see no advantage. The Roy» 
alite Oil Company will be aware of the fact that its pipe 
line operations must oe, and it will De up to them, must 
be always subject to the scrutiny and regulation of the 
Public Utilities Board. wot 

THE CHAIRMAN: - How are you going to do that, are 
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you going back to che old dispute abow the labour ratio, 
to find out how much it costs. 

MR. FRAWLEY: The Board then will have to, I 
am assuming that the Board will be of the same view, 
withous a complete investigation de. rovo,will be of the 
same view as this Board is, and assuming the Board takes 
Mre Maw's method of allocation as the right one, the 
Board in a sense will not be bound--- 

THE CHATRMAN: Supposing this Board says "We do 
not thirk anybody should be bothered with thia method of 
approach, here are certain assets, they should pay a cer= 


Tain rate.of rental for them. 


HR-« FRAWL ay: The Board of Public Utilities. 
THE CHATRAN: Yes. 
MRe FRAWLUY: Vite oreat wight. L do bhink 


that the Bosrd of Public Utilities may insist upon sgome= 
thing being put in the direct charges in the way of rental 


but that has to be worked out. that hs » to be worked out. 


THE CHALTRUAN: Yese 
MR. FRAWLAY: You see the Koyalite Oil Company 


ip still going to own and control and operate these. 

THE CHATRWMAN: It ie one of the big problems 
which has taken a lot of time before us, as to how to work 
fe Out in a fair waye 

MRe FRAVWL ay ; Yes, but. the Commission in my sub» 
mission will have arrived et what is the rvair way of work= 
ing it out. 

TH CHAIRMAN - Supposing the Royalite does not 
subscribe to it and the part you are not regulating--— 

MRe FRAWLEY: Yes. the part which we are not 


regulating does not want to bother with it- 
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THE CHATYu. AN: They say ®:/e do not want to be 


bothered with this Board at all, we will just keep our 

own anvils and our iiotor Cars and garages, and we will 

have our own electricity and our own hot water and our 
steer". 

Mike FRAWLIGY: Then we come back to what the 
Public Utility Board can do. That compel’s me now to rew 
gard it 3s 4 public utility. Now the Public Utility Board 
can make a lot of directions to a public utility to provide 
services. Now that is one thing which can be done, pro- 
vide servicss, and it is perhaps important to just oall the 
Commission's attention now to theses regulations, dealing 
with this very question of extension of facilities. That 
is dealt with in the Public Utilities Act. That is the 
power to;make an order. {tt dis:section 63 of the Publis 


MbALAt plete Chapter 846 j0f \b925. 


THE CHALRLAN: That may be--= 
ike FRAW LLY Aad i2)is sub-paragraph. ."d"-d.and 


I will read it. 
THE GHA this N: It may be very appropriate to one 
of the things we are discussing now. 
MRe FRAWLiY: Yes, this afternoon. 
"Phe Board shall have power by order in writing made, 
after notice to and hearing of the parties interested". 
(abd: 
"To establish. construct, maintain and operate any 
reasonable extension of its existing facilities 
when in the judgment of the Board such extension 
is reasonable and practicable end will furnish 
sufficient business to justify the construction and 


maintenance of the same, and when the financial 
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"condition of the said proprietor reasonably war« 
rants the original expenditure required in making 
and operating such extension; 
4: To keep its books, records and accounts so as to 
afford an intelligent understanding of the cone 
duct of its business, and to that end to require 
all proprietors of public utilities of the game 
class to adopt a uniform system of accounting, 
which system may be prescribed by the Board. 
Oo: To furnish periodically. and whenever the Board 
shall require, a detailed report of finances ane 
operations, in such form and containing such mat=- 
ters and verified in such manner as the Board may 
from time to time by order prescribe." 
TH CHALRmAN: They say if you have money, the 
Board nay direct how you must spend it rather than declare 
profits I suppose. 
Mike FRAWLEY: Yes, all these things are under the 
control of the Sourd and Mr. Harvie says that he thinks there 
will be no difficulty in these people being compelled to 
furnish these facilities, well depending upon their finane 
cial condition, the Board may require them to do this. 
THe CHALKMAN: If you are going to start them 
- from scratch, they will not have any money. 
Re FRAWLEY: uy friend called my attention to 
another section, Section 68, which is called "Restriction 
on powers of proprietors of public utilities", and there 


are a great many restrictions. 
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OSes a NO Prope. oporeor & public utility .shadd: 

(a) meke, impose or exact any unjust or unreasonable, 
unjustly discriminatory or unduly preferential 
individual or joint rate, commutation rate, milee 
age or other special rate, toll, fare, charge or 
scheduls for any pro dust or service supplied or 
rendered by it within this Provinse; 

(bo) adopt or impose any unjust or unreasonable oclas« 
sification in the making or as the basis of any 
ndav coal (orm joins rate, voll, fare, eharge, or 
schedule for any product or service rendered by 
Ao Wilts this Province: 

(oc) adopt, maintain cr enforce any regulation, pract+= 
ice or measurement which shall be unjust, un-= 
reasonable, unduly preferential, arbitwvarily or 
unjustly discriminatory or otherwise in violation 
of law, or provids or maintain any service that 
is unsafe. improper or inadequate, or withhold or 


refuse any services which can reasonably be de- 


manded and furnished wanen ordered by the Board; 

(d) make, ov give, directly or indivectly, any undue 
or unrearsonable preference or advantage to any 
person or corporation or to any loodlity or to 
any particular deseription of traffic in any 
respect whatsoever, or subdject any particular 
person or corporation or locality or any partic- 
ular aesoription OD ~rettic to any pre judias.or 
disadvantage in any respect whatsoever; 

(e)issue any stocks. stock certificates, bonds or 
other evidenses of indebdtedness, payable in more 


than one year from the date thereof, until it 
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"Shall have first obtained authority from the Board 
for such proposed issue, which authority shall be 
granted upon the Board being satisfied that the pro- 
posed issue is to be made in accordance with law and 
the purpose of such issue being approved by the 
Boarda:" 

THE CHATRLAN: Of course. 

MRe FRAWLiY: There is nothing there which is 


restrictive there, because the Board can grant orders exe 
empting them completely. You see that seems almost to 
compel a person to say that the only complete and satis- 
factory way to dispose of it would be to recommend that it 
be made by appropriate Legi -lative action a public utility 
which, as I pointed out, in the milk business, it is a 
Bimple matter, simple E mean Legislatively speaking. 

THE CHs TRAN: Are you suggesting that a depart~ 
ment of a company bs made a Public Utility? 

whe FRA JLiY : Yes, that can de done because, as 
I pointed out, that is precisely what happened in the milk 
bus iness, 

THE CHA LRA iN: ro you think that is as satisfac- 
tory as the suggestion made by Mr- Plotkins, that they 

have a separate set-up. | 

MR e FRAWLEY: Well of course, no I do not. 

THE CHAIRMAN: Separated entirely, then iir.° 
Coultis.is running his show and the Royalite can do as they 
like about theirs Sut’ he is responsible,~ if he is the man, 
for everything, to the Board, everything in connection with 
that pipe line. 

MWKRe FRAWLEY: © gay at once that that would, it 
appeals to one just at first blush as being the ideal thing, 


much better to have a clearscut entity dealing with the Board, 
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that is a Public Utility and nothing else, but I want to 
be as practical as I eau about it and here we have the 
Royalite Oil Company, a big corporation, operating many de= 
partments and we have, supposing we stiil come back, you 
see we can still have a separate corporation but still the 
same relationship to the Royalite Oil Company. 

THR CHATHiIA N; Quite, you would still have Mr. 
McLeod's salary. 

MRe FRAWLEY: Yes, we would still have to worry 
about that and we seem to be worrying quite a bit about it, 
much more than Mr. MeLeod is, I shovid think. 

mSJOR LIPSETT: If something like that was cone 
sidered desirable, have you thought over as to whether it 
would be possible by consultation with iwr- Morrison to 
allow the pipe line department some annual rental per year 
and let them make the best deal they can with the Imperial 
with that money. 

MRe FRAWLZY: With the Roya lite? 

MAJOR LIPS&TT: Yes, with the Royalite, in the nine 


months of 1938 these indirect expenses they come to 


42,922. 
MR. FRAWLEY: Yes. 
MAJOR LIPSHT: For the nine months, that of course 


48 considerably larger than the previous years but it woald 
be,have you thought over the possibility of paying now, al-« 
lowing an annual sum to them as part of their expenses based 
on that figure or some other figure, whether it fluctuates 
or not, because it is rather suggested to us now that in 
taking the future we should take the same throughput and 


apparently the same expenditure. 
MR.» FRAWLGY: Yes, Well I do not know that, you 
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do not mean that that would be anything which woula neces= 
8arily arise out of the Separation or the creation of a 

new corvoraticn. 

MAJOR LIPSETT: Whichever way one does it. Sup’ 
posing we said there should be a certain sum allowed for 
indirect expenses and that is all they should spend on 

that in any event. 

MRe FRAWLEY: Yes. The idea of a rental and a 
direct charge certainly struck me personally as being a 
very happy solution of this problem and this troublesome 
thing, but it is arriving at what that rental should be. 

I am informed one sould have to go through the same ine 
volved calculation to obtain the service value of these 
units, of these particular assets to the pipe line division, 
and that would be whether it was operated as a ceparate 
department or as an affilists of the Royalite O11 Company. 
MAJOR LIF.AETT: But I would assume that was not 
something that the people would want to do every vear, I 
imagine, as ifr. Nolan says, and you likely have the sane 
view, that if a rate could be fixed for some substantial 
time in the future it would be an advantage. 

MP. FRAWLEY: Yes, if it can be done. 

MAJOR LIPSETT; Tf the throughput can be assumed 
to be the same. should not this operating cost more or less 
the same, this indirect cost be more or less a constant 
figure. 

THE CHATRUAN: Lu. Ls pounc ing up and down every 
year according to how much well drilling is done and would 
you be working et the labour ratio business all the time. 


- MAJOR LIPShT?; Tt has bounced up during the last 
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few years because a very much larger throughput went through 
the line apparently but if the throughput was considered to 
be constant or a figure was taken which could be obtained 
with reasonable skill and efficiency, should not a fixed sum 
for the indirect assets be 4 reasonable solution. 

MR. FRAWLEY: Gan we say that Mir. Coultis should 
pay to the Royalite Oil Company say y45,000 a year or $50,000 
a year for the use of those assets. 

bAJOR LIPSETT: Yes, or putting it another way, 
should we in the rate allow Mre MeLeod, or at least allow for 
the pipe line company that sum that they feel, it is some 
$45,000 a year, and say to them "If you cannot get it from 
the Royalite for that figure why you should be able to do it 
yourself for that figure". 

like FRAWLEY: Yes, I think I an following you. 

You see an advantage of that then of getting into this longer 
time rate. Of course I see other difficulties. 

MAJOR LIPSETT: Yes, but this is the chief difficulty 
as IT understand for the longer time rate, for a substantial 
time rate. 

hike FRAWLEY; dell I think in case of this through 
put, we have heard iire Nolan say it is going to go down. [ 
think finally, however, he leaves it at ©,000,000, but he did 
put ina figure of 5,000,000. iur. Plotkins says 8%, and there 
may be a great deal in what ir. Plotkins says, but you ca not 
possibly do it, you cannot fix a rate, you would have then to 
eo out and fix a series of rates from now say until 1950 and 
then come back, and what will we do, strike an average rate, 
there is no evidence before this Commission to do it but the 
Board of Public Utility Commissioners will each year, as they 


approach the problem, will have the evidence for that year, 
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not .ievery year, over two years or over three years, I am 
not suggesting we should keep these people running to the 
Public Utilities Board every year but as I saig in my op- 
inion it is not feirior Yight thet anyone Should ask this 
Commission to speculate about this. It is just in the 
realm of speculation. 

MAJOR LIPSETT: That might be a small thing if it 
was something based on throughput but if there had to be 
an investigation for chartered accountants each year, to 
work out these indirect assets and these indirect expen- 


dit ures--- 


THE CHalnhié N: ~Surely that has to be gotten away 
frome 
MR. FRAWLEYL Yes, that has to be gotten away from 


and then they are getting into a routine, they are told 
the manner in which to estimate the accounts so there is an 
estimate arrived at, but can we say it shall be the same, I 
am only thinking out loud now, would it not be fairer that 
they would pay more in one year than another. Steam costs 
money and the steam they use they should pay for. 

MAJ OR LIPSETT: Assuming the same throughput should 


it not be the same. 


Mke FRAWLAY: You mean assuming a throughput of 
so much? 

LAJOR LIPSuTT: Yes. 

THs CHAIRWAN: You are asking us to assume 4 


throughput for rate making. 


MiRe FRAWLiY: Just for this year, 1939. 
wiRe NOLAN: The life of the field. 
THu CHAIRMAN: You surely tie up the life of the 


field with the throughput and the minimum throughput? 
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MRe FRAWLEY; Yes, the minimum throughput. 
THis CHA TRAN: some years it will be more, Mr. 


Frawley, and some years less I would suppose. 

MR. FRAWLEY: Yes. 

THX CHAITNMUAN: What we ave troubled about is this, 
a great deal of our time has been taken either directly with 


or in relation to indirect assets and incireat costs. 


Mine FRAwWLSY: Yes. 
TH: CHAIR AN: Indirect operating costs in cornect- 


ion with those assets and if we are to do something useful it 
seems tO me we must devise some means of getting away from 
this, otherwise you are joing to have Judge Carpenter or 
whoever deals with this involved in this awful mess every 
year or so. Somebody decides to bring this company before 
the Board and the company is going to be put to that loss 

and that does not seem right. Now there ought to be some 
way out and the company, it is true, ought to be as much in- 


terested as anybody in assisting us as to how we work this 


Out » 

MR. NOLAN : Besause the rate payers pay for it 
in the end, 

MAJOR LIPSEHT?: Take Mr. Frawley, the year 1937 and 


these nine months of 1938 in Mr. Morrison's books, in 1937 
the barrelage, the through vt was about 2,450,000 barrels; 
in 1938, in the nine months, it was 4,500,000 barrels and 
would be more over the twelve months’ period, than double 
the 1937 period. 

MR. FRAWLEY: Yess 

MAJOR LIPSETT: Now when you come to these in 
direct costs in the two years, in 1937 they were 462,000, 


and in 1933 approximately $56,000 fcr ‘the year. 
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MRe FRAWLEY: Yes, for the year. 

MAJOR LIPSETT: So that they are very nearly double 


and the barrelage is pretty nearly double, I mean taking it 


roughly. 
Mine FRAWLEY: Yes- 
iwAJOR LIPSHTT : It would seem to me that, I suggest 


that it might be in the interests of somebody to avoid an 
elaborate inquiry with chartered accountants each year, if 

we would assume the throughput of last year, it may not be 
unreasonable to assume as a direct rental for these indirect 
costs, a Similar sum, and as I say put it up to the pipe ine 
company that they shou!1 either provide them for approximatel 
that sum or be able to get them from the Royalite for that sum 
and then insofar as they do not get then for that sum it is 
just bad luck and if they ccan make a small saving that would 
be more profite I do not Know whether that is sound @ not. 
MR. FRAWLIY: Is this not so, sir, that assuming 
that the Public Utilities Board, assuming that this Commis- 
sion recommends, either Morrison's or iiaw's methoc of the 
allocation of these indirect costs, and then that becomes the 
rule in the Board of Public Utility Commissioners, that is the 


rule which is laid down to this company. 


THE CH TRAN: What is that rule. 

MR. FRA/LiY: wnat is the rule? 

THE CHALTRAAN: Yes. 

tiRe FRAWLEY: That is the ohe or other of the 


labour ratio bascs. 

THE CHAIRMAN; Yes, it gives a certain percentage. 
MR. FRAWLEY: Yes, it gives a certain percentage 
but at least it requires no lengthy chartered accountant's 


investigation year by year. It may not be the most satis- 
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factory thing, I know what you have in your mind, a flat 
rental is much bettex but then it has to go up and down 

in fairness it seems to me I do not know, the people who 
Operate this line would know much better. 

wAJOR LIPSETT: Would it not involve considerable 
investigation then on wr. morrison's basis, does not he 
have to go through the labour expenses and take off the 
wages of the men who are drilling. 

LiRe FRALEY: Oh yes, but then that is a dif- 
ferent thing, we would not have this controversy for five 
weeks that we have had here, in arriving at what this pro- 
per basis was, if what appeals to this Commission appeals 
to the Board of Public Utility Commissioners, then we have 
got away from a great deal of the controversy. 

MAJOR LIPSETT: I was putting it to you of course 
on ir. Morrison's figures which were submitted, if we accept 


Mr. Nolan's percentage the amount would be greater. | 


WR. FRAWLEY: Yes, but whichever you take, it 
does seem to me that can become the rule, promulgated 


by order of the Board, for this Company. 

TH CHAIR AN: 18% or whatever the case would be. 
MRo FRAWLiY ; No. they would simply say that in 
allocating indirect costs you will do this and 50,in other 
words you will do it the w.y Mr. Morrison said to this Com- 
mission it should be done, or it will be done the way bir. 
ijaw said, and then that becomes the rule. 

MRe NOLAN: The rule of what. 

luke FRAWLEY: ™he rule of distribution of in- 
direct costs, the method to be applied for the proper dis- 
tribution of your costs, of these indirect and administrative 


costs which are ingurred by the koyalite Oil Company, take 
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sire hicLeod's salarys-- 
THs CHALRAAN: Is that view sound, are we going 
to take this labour ratio basis every year, I mean doing 


it themselves, is that your view. 


ike FRAWLEY: They would make an allocation. 
THR CHALTRLAN: Every year? 

Mik. FRAWLEY: As often as they have to. 

THs CliéA TiAl: In some years it would be per- 


fectly absurd if one departsient was doing a tremendous 
amount of work. 

butte FRAWLIY: We say there is nothing absurd in 
it, that it is a distribution among all departments for 
that particular year. 

MAJOR LIPSiTT: Would it not, wire Frawley, make 
it absolutely necessary that seach year you have an inquiry 


into the rate? 


THe CHA TRAN: And an accounting fight. 

hike FRAWLIY: No sir, certainly not an accounting 
fight» 

THis Cilé TRAN: I say that fight in the way that 


lawyers fight in other places. 
MR. FRAWLEY: Yes, over a long period of time, 


it is hard to worry so much, but after all there isa limit. 


THE CHA IRii AN: Oh well, hearts of oak, you know. 
MR. FRAWLEY: Let us see now if it is not some- 


thing that can be a ‘lied. The Board says, just as this 

Board is going to say, that there is a proper way to alloc- 
ate these costs. Now the costs are incurred generally and 

if we have the Royalite Pipe Line Company, Limited, affiliated 


with the Royalite Oil Company there will still be Mr. heLeod's 
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salary, he hopes there will be of course. Now that has to 

be allocated and the Board of Public Utilit y Gommissioners~<+ 
THE CHATRuAN: we are all getting so tired that it 
is getting humorous. 

MRe FRAWLIY: Yese- I think I have something in my 
find now as to what the Board cam do in simplifying the ac- 
counts for these people; it is now a mere simplifying of 
accounts, to see tt a proper distribution is sade of those 
costs which are incurred in common and how often it may in- 
cur a review, well that is the question, that ig the question. 
I do not like to anticipate that of necessity that there must 
be a vearly review. 

TH CHAIHMAN: | Let us say to ir. Coultis at the 
present with the plunt you have amd the onsrations you have 
to conduct you are going to be allowed so much money. Now 

if you cannot get the use of the utilities from the Royalite 
for that, you had better go and build some for yourself, this 
rate will provide you with the money and that is all you gre 
going to get until you show that some new reason has arisen 
for your getting a greater amount and when you can show that 
it is just that you should get more, you will get it, but 
foy.the moment this ig all you are going to have. ‘le do 

not care about the labour ratio, including capital labour 

or just the other or whether you will come to a proper acm 
counting conclusion every year or whether you will not be-~ 
cause I can just visualize Burns and aw and Morrison all at 
it every year, the other way. ) 

MR. FRAWLEY: That is an idcal thing and surcly 
the Board will be able to make such am order. 

THE CrlAIRMAN: And each one, having made no mistake, 


an honest opinion, if the other was wrong in his method of 
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approach, it would be very interesting to have three such 
intelligent men before the Board every year but I think it 
would lead to unnecessary expense and trouble for everybody 
concerned. 

MR. FRAWVLEY: Yes, because the people would have 
to pay it in the end. 

LiAl OR LIPSELT: If there could be some reasonable 
estimate that would be a general thing and I presume when 
Mire Burns is making up the Royalite's accounts he could al-+ 
locate so much, whatever was agreed on for the pipe line, 
if it was not a department, and then put the balance on the 
other departments. | 

hiRe FRAWLEY: We have explored that here. 

THe CHAIR AT; ‘Yes, carrying ona separate oper- 
ation which only requires so much money for those utilities. 
MR. FRAWLGY: +hat is all that these men, Mr. iiaw 
and tire Morrison, were doing but they went at it in a very 
complicated way. 

THER CHAIRIIAN: And no doubt the very best way but 
all of you here, with the benefit of all that we have heard 
now, and the knowledge we have acquired, largely through 
them, is it not the part of wisdom, we just want your view 
about it, because it is very troublesome to us, is it not 
the part of wirdom when we are recommending to somebody else, 
with some sense of responsibility we hope, tmt we should say 
this should be so much money, nothing more or nothing less, 
and until you, Coultis. show that you are entitled to more, 
you will not get more. w#e think it is fair to you when we 


name this sum for the present. 


tiR. FRAWLEY: You know that i# exactly what they 
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have done, there have been two things put the cost of this 

company for that, to cover that very thing, because when 

you amortize these indirect assets you get a part of your 

rental and when you put tine rate of return on th in- 

direct assets you get the rest of the rental. 

THS CHAIRMAN; That may be what they have done 

but what you are proposing to us, as I understand it, is 

that we formulate a rule of accounting. 

NR. FRAWLOY: Yes. 

THE CHATR! AN: To be Garried on by Mr. Burns as 
Ghief accountant of the Royalite Oil Company. 

wRe FRAWLEY: That is right. 

THE CHA TRAN: which has to have particular ap- 

plication to this pipe line department. 

MR. FRA WJLSY: Yese 

THE CHALK AN: But which must be kept in the sane 

fashion with respect to the rest of the Royalite surely, if 


you are to reflect properly all these indirect costs. 


re FRAJL AY: Yes. 

THE CHALIRi:AN: Indirect capital set=<up. 

MR. FRAWLEY; Yes. 

THe CHATRuAN: You do not forget this pipe line 


company, if you are going to speak of severance, has @ so- 

called indirect capital interest in these assets. 

MRe FRAWLEY: Yese 

THs CHATRiAN: Which must be thought of when you 

are fixing the rental, and I am wondering if you cannot fix 
that in a sum of money. 

hiRo FRAWLEY: Yes but the only thing is, the 


trouble is to arrive at how much the sum of money should be 
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and whether that does not require +0 some extent this same 
business of analysing the indirect assets and arbitrarily 
apportioning the costs, that is all. If this is, you see, 
if it is just a neater resu-+, because they told us, if 

you take out something out of the indirect assets, in the 
submissions which have been made, and take out something 
else in the indirect assets, and put them over into the 
direct assets, that is going to be a direct expense. 

THs CHATRuAN : mre Coultis is going to use a 

tank, that is going to cost so much this year» The next 
year he is using that very same tank but because of a aire 
ference in labour operat.ions in the company, in the whole 
company, he would be paying a wholly different price for that 
tank, used for exactly the same purpose and that is said to 
be scientific. Well I am not one to dispute any such state- 
ment. but I am saying that it does not seem good sense from 


the standpoint of the Public Utility Board. 
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take, by virtue of the evidence, you have nt take 

cne or the other of these bases for ee calculations 

you would like to recommend something in the way of 

@ much simpler method in the years to come. 

THS CHALIHMAN: Something to say to 

Mr. Carpenter "If you allow Mr. Coultis so much money 

for a year you Will have given him plenty and unless 

he can show good reason why he should gst more, he 

Should not." That is a thought that we would like 

you to explore, or at least assist us with the benefit 

of your views upon. In the other way I think every 
year.- and I say this with the greatest respect, - 

jJUeu @8 ii it worse a legal problem it would be the 

same thing, there would be a different interpretation 

of the rules. Mr. Burns would have carried on operations 
in one way over a year, and someone will say “his is 
Wrong, and thet is wrong.* It would be @ continual 
question of interpretation and accountancy. And nobody, 
and perhaps least of all the accountants having had the 
Siege they have had here, would want to perpetuate that. 
[I am suggesting there ought to be a way out. 

MR. PRG'LiY: There is a simple vay 

out of thet difficulty. If he uses that tank 369 
days this year and 365 days next year, there should be 
Some way of working out what he should pay for that 

te nk. | 

THS CHAIRMAL: Whether the well drilling 
department with a lot of work and with a lot of labour, 
whether these well: drillers should be taken into ascount or not 


at all, either in the capital account or in the operating 
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account, it does seem a strange thing for fixing Coultis' 
cost for the use of a tank, that is exactly the same 

tank and holds exactly the same oil. 

LR. FRG LEY: | Eiquite agree. Let nim 
be put in the position of buying steam and let him pay 

so much for the same. 

TH CH&LTRIBE: Per,pound. 

Mit. FRAGLIUY: &nd so much for a kilovatt 
hour for the electric light thet the Imperial manufacture. 
I do not see why it cannot be worked out. 

THs CHALTRMAN: Have we got the material 
with which to work thet out ina way thet seems simple for 
the future? I must say I doubt if - with great respect 

to Gounsel for the Royalite - if we havs had much assist- 
anee from them on a matter thet may be really more 
important to them than to anybody else. 

PiRe NOLAT: Your meany: Sir peas tow cm. 
Tits CHAIRIAN: The practical working 

out of this indirect situation, the practical working 

Ot. of Dts... <khe simplification Oo tite obi Everyone ssuins 
scribed to the idea "jell, hands off," of course, it does 
arise. But supposing on the other hand you are made 

a public cones is it not to your sdvantage to have 

this simple and clean cut rather than I would suppose, 
rather than these labour ratios fights? 

tine NOLAN: Lithink >). eir,4 te.:.cimpiity 
it, it is almost necessary if there is to be a public 
utility created, to create it as a separate company 

then I think many of these difficulties will be over- 

come . | | 


THs CHBIRVAN: They would still have to 
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rent their indirect asset requirements. 

MR «NOLAN: Yes. EF submit then the 
rent could be arrived at. The rent could be rocommended 
by the Commission. 

MR ep PRawLEY: | Yes, because I am told 
that Major Lipsett's ealculetions, it is perfectly 

proper to regard that as rental, that $57,230.00 for 

the year 1938 on Mr. Morrison's basis, which on tir. Maw's 
figures becomes $73,335.75, chan would be the rental for 
each year. 

Mk. COMMISSIONsR LIPSuT?: Ss i\ditference sof.about 
315,000.00 or »16,000.U0 between the two figures. 

eae 4 [RAT Eee : Yes, ona rental basis. 
THE CH&IT ail: Theres) is something - 1° do 
not suppose you cén possibly finish this evening? 

MR os Mia LY: No. 

THE CHATRMAN: Something on which I would 
like the benefit of a further statement by Mr. Nolan, 
after he has consulted with his experts and whoever he 
may wish - if Mr. Nolan thinks it wise to give us a further 
statement, on the simplification of this, Mr. Nolan. Whet 
your ides is as to whet our recommendation should be with 
respect to these indirect assets and indirect operating 
costs as distinguished from merely formulating a rate 
predicated upon either accountancy figures to date. Some 
Simpler way of coping with this if you should become a 
utility, which is something you do contemplate, and if 

you do contemplate it, you are much concerned in our 
giving the right recomuendation about this, a thing which 
will avoid doing that which you say you do not went to do, 


namely, keep coming back to Bozras. 
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sae 9 a 
JeJe-Frawley, 
Lin. NOLAN: Eowill be glad to doe 
that, Siz. 
Mr. FRAVLIY: There is sone thing 


perhaps I should call to your attention and thet is 
with respect to Income Tax. There is just a possibility 
there might be a little more expense if this entity 
were severed and set up separately. But my view about 
that is whatever further expense the user would have 

to be under with the slight amount of extra Income Tax, 
would probably be more than offset by the particular 
advantage of having a separate body to deal with. 

Lite COMMISSIONER LIPSETT: Piety 2. take ity would 
be a different question from this old one about. the 
indirect asseis. 

MR. PFPRAVLAY: Unie ties Yes, quate 
another matter. It is astonishing how these problems 

we have all endeavoured to give our best attention to 
come up. teal practical problems, as the one that has 
now come from the Bench at this late stage. 

MiRe NOLAN: No, they are just emerging. 
Mite COMMISSIONsR LIPSsvTr: We could not have commenced 
to s@¢nse these without the accountants! figures. 

MRe FRAWLEY: They have been of some 
Slight help to us. I think that is Mr. Nolan - it does 
strike me if the Company itself should say "Vell yes, 

we Will charge the Royalite Pipe Line Company so many 
thousands of dollars a year and that is what we will 
charge them", I think that my friend could make a fairly 
broad submission to the Commission. 

MK. COMMISSIONIGR LIPSST?: That would inelude all 


the undivided opcrations such as Wr. icleod's salary? 
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IR. FRAULEY: COP 

THE CHAIRIAN: I would think that we, 


in fixing) any such figure, if we do; must have in. mind 
and I hope tir. Nolan will give thought to it too, and 
that is that this Pipe Line Department of this Royalite 
which, for the purposes of this discussion, is deemed to 
be a severed thing, has an interest in common with the 
other departments in these assets. Ve have heard that 
they put up the money, they have helped to contribute 

the money that has bought them. And so it isa different 
renee nom Seyane.,"John Smithveisgoing to,rent it,".as 

Ip preceent ly, see. itis 

ie SRAVLEY: Wow dealing with, for 

the time thet aes some of the other matters. the 
problem of the rate base is certainly one of major 
importence and I,will -have a iitile bit to, say about 
that. Now there was a rather, shall I say, not a re- 
mar kabie Situetion, but we finally found that the Royalite 
Oil Company‘s submission was that Mr. Hill was to be 
taken. Now he did not altogether turn his back on the 
Price, “iaterhouse, but he certainly relegated them to 

the second line of defence, and that to me, that is 
not important. One must always watch fur the unexpected. 
My friend has always been a master of forensic strategy, 
and while I do not put that down just to that alone, 
stil hepjthought, 2%, good. facties to lean. .a little bit 
nearer to. Me. Hill and a little ferthe. away from Mr. 
Taylor. So we had it. te did not know about it till 

tir. Nolan got up- He did submit Mr. Hill was the man 

on whom he pinned his feith. | 


lik. NOLAN: May I ask what you thought 
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Mr. Hill had come 3000 miles to do, and file @ 26 page 
report with this Commission‘? 
Me FREULBY: LOE OONG tith ct se teuiar 


to know what he would do. 


lanes NOLA Ms You should have read his 
report. 
Ma, SRA! EE Ys Pofound. Dtxdie[Ti cul tesa 


know what he was going to do in view of ail the time, 

and not only the time but the attention there was given 

to that problem not only by Mr. Taylor but Mr. Maw. 
Because we find Mir. waw and Mr. Taylor are only to be 
regarded in the event that the Commission is not impressed 
with Mr. Hill. That is not of any impvertance, My friend 

is to be congratulated in having at least adopted a way 

out of what, to me, looks like a pretty difficult situation. 
But he did it, and he did admirably. He simply takes 

Mr. “Hill. © He is not riding two horses any more. He is 
‘Aiakte one horse with another one tailing behind. 

LR -NOLAN: On a lead. 

LR. FRAWLEY: Sure. Now Mr. Hill has 
submitted to this Commission a valuation as at the dlst 

of December, 1938. His véluation is new, direct assets, 
G1,539,226.00. Then he adds $185,756.00 and that is either 
the going value or it is the value of the indirect assets, 
and I will have something more in detail to say about 

that. Then he adds working capital of $80,0U0.00, and 

he arrives at a total valuetion of $1,804,982.00. 

Then he deducts depreciation of this kind that he alone 
knows and worked with, observed depreciation of $104,982.00,, 
and that is how he arrives at the $1,700,000.00. He says 


NThat is my rate base.” 
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THA CHAIRMAN: How far is he out from 


Mr. Morrison’? 


Late Re Ley: In dollars and cents? 
He ‘GHA LRA: In dollars and cents. 
MR, PRA GHEY: i will bé glad ta give 


that to the Commission. I think we have an estimate 

of it. Mr. Morrison's figure, uSing of course, in accord- 
ance with my Hn eon tHe Letetaime of 19 yeers tor 
amortization purposes, as of the 40th of September, 1938 - 
which is al] Mr. Morrison can give you - is ¥1,331,158.61. 
But that includes e& proportion of the indirect assets, 

and of course, if it is to be taken to be indirect assets 
then that is a comparison of the yl,700,000.00. But 

of course we cannot take the %185,756.00 as indirect 
assets alone. It is difficult to know what Mr. Hill 

means frankly. Prohably we have to gather that is out of the 
evidence of Mr. Hill's by saying that his value of the 
indirect assets is about »80,000.U0 and his going value 

ts the difference, about ~105,000.00. So I just point 
that out when we are comparing the two figures. About 
61,335,000.00 and %1,700,0v0.00 is not a bad comparison 

as I understand it. That is the comparison. Wow there 

is this, I told you a moment ago I could only give you 

Mr. Morrison as. of the 30th of September. That is all 

Mir. Morrison put in in evidence when he vas on the witness 
stand, but you can have mr. Morison s ripure. as at, tue 
40th of December, 1938. 

TH CHAIRIAN: «st went it if it can be 
obtained, comparable with the Hill figure, to see what 

the difference in dollars is. ‘ie have spent weeks on 


their statements, and everything else. Now let us see what 
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the spread in dollars is. 

"ass eee dy iL aan dere it is, hr. Ghairman, 
as of the S3lst of December, 1938, in both cases. 

THs CHATAVAN: Just ae please. 

EGR opin ules YS fhe 51St of December, 1938. 
Now irs: Hikl, isp th. ,Chairman,- Gl,804,982.00...In other 
words that is wir. Hill's gross, including working capital 
and not less depreciation. Then the comparable figure 


to that of lin. Morrison's ds $1,596,521.71. 


TH CHAT RMAT: That is without depreciation 
too? 
Bae) WEOLEY: Yes, both without de- 


preciation. 

THE CHAIRMEE: Both without depreciation, 
Cnt baat +LS0e OLE Te 26 NGG Of s\e' esis 

like FRA LEY: yeO8,000.00 difference 
approximately. 

TH CHAT Ai: poO08,0U0.00 difference 


without depreciation? 


MRe FRSULGY: without depreciation. 
THE CHAIRMAN: Now then, with depreciation? 
oR. ERs LY: That figuie does not seem 


to be at hand at tho moment. ‘ve will get it over night 
and we will give you the two figures tomorrow. 

iH CHAIRMAN: Just for a second, taking 
the figures we have, what would the difference of »208,000.00 
spell in the rate spread over the period that you want, 
with the rate of return on the money that you are proposing. 
lik. FRAWLAY: We will give you that. 


THE CHAIRMAN: Let us ses what this means 


in cents. It will be a very small fraction of a cent, won?t 
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Lt? 
Lins Pareles Probably. ‘hat you are 
saying is it is probably not worth all I am going to say 
- ebout Mr. Hill. Thet vie! will do for you in the morning 
LE You: will: 6 Vows 

Now my submission to ths Commission is that however 
excellent Mr. Hill's method may be, it is not of any 
assistance to this Commission in working out this particular 
problem. And I say thet for the all-important and always 
continuing reason that it has no regard to the particular 
kind of depreciation which the Commission must have in 
mind in this Indquiny: It only tekes into account observed 
depreciation. Now as I said a moment ago there is 
always present in this particular kind of a utility, 
functional depreciation, and I want to give to the Commis- 
Sion - because I presume that ts a matter thet we have 
on Which they will have to make some decision - some 
“reference and some sauthorities. on whet functional depreciation 
means, and why it is the kind of depreciation that must be 
given effect to in a pipe line rate case. ir. Nolan 
referred to ‘hitten and I want to read ‘whitten in Volume 
peat beago 1660, and at Pages 1726 and 1719. ‘shat 2 
Will read are very short passages. At Page 1660, Whitten 
says: 

"Depreciation may be divided into two general 

classes (1) Physical depreciation; 

(2) Functional depreciation. 

Physical depreciation is the result of deter- 

ioration aque to wear or to age. It results 

from use, decay and the action of the elements. 


Functional depreciation is the result of lack 
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"of adaptation to function. It results from 
changed conditions and surroundings which 
render the structure i11 adapted to its work; 
from grcwth of the business which renders the 
sizucture inadequate or to deciine of business 
WHIGCh Tenders. iT) too wares 5 from the develop- 
meant of the art which makes desinable the 
substitutior of other methods, equipment and 
toc GlUPes June, tars: "“Lnadequaicy" and “obsol- 
escence" are often used to denote in part what 
is here termed functional depreciation: 
Physical depreciation is a constant factor; 
It begins as soon as the structure is exposed 
TO aeueP eu Os ewe laments. or 1s) put. tO. Uses 
Funetional depreciation is fortuitous; it. may 
come into play during the life time of a parti- 


CUlar structure and it may not." 


At Page 1718 he deals with it agein. 
THE CHAIRMAN: How would you class a 
new invention, kr. Frawley, of some kind, thet made your 
asset worthless? Functional depreciation? 
MR. FRALEY: Obsolescence. 
THE CHAIR MAN: LS chat: to be put. tn) tis 
eategory of functional depreciation? 
MR. FRAVLOY: Theis in that other great 
group because ees Noy whet “ec. Hind sees. 10 is not 
wear and tear deprecietion. I think so, Sir. 
tate NOLAN: No, but it is functional 
depreciation. 


MR. FRSULSY: Yes, thet is true. When 
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d.J.Frewley. 


I said, and certeinly jocularly, my friend did not umers 
Stand functional depreciation, I may as well come to that 
now. He made the statement to this Commission yesterday 
that functional depreciation was somthing inherent of 
the asset itself, like a radio. That is what it is some- 
times. But when you relate it to a pipe line business, 
it is different because at scme time while this thing is 
still perfectly good - end I have more thinss to support 
Gneat proposition — while it is still perfectly good it 


is going to be no good et all because it does not function 


any more. 
THE CHSIRIDAN: It does seem paradoxical. 
tie FRAWLEY: It is no good to carry 


this oii but it is still in first class condition. You 
just take it out and sell it for scrap, and that is all. 
And that is whet we call functional depreciation and that 
is what you must guard against in your anortization. 

That is surely sensible. It is because of things like 
that that you want to retire your investment, having regard 
to those kind of things, and not with regard to weer and 
tear. Mr. Coultis is not going to lst this plant get 

into bad shape through wear and tear. \.e know whet his 
System is. He sees a little rust and, the rust has gone. 
He fixes it up. He keeps it in first class eondition. 
There is no wear and tear, That is the unfairness of that 
method, for this kind of utility. There has get to be 
some other method then, and that is the method that 

Mr. Mor-ison has taken into account when he hes ralated,- 
and it is very simple as far as the accountansy is 
concerned - he just relates the amortization to the useful 


life of the asset. The useful life of the asset. The 
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number of years tlet it is going to carry oil from 
Turner Valley to Calgary. 

THf CHAIRMAN: — He goes back to the 
beginning of the pipe lins. 

MR. FRSiVLGY: Yes, because just the first 
day, the very first day that itwent in, it hed just that 
much less oil, and it was that much nearer this date 19 
years from now, is my submission. 

THES CHAIRMAN: Theoretically, it would 
be the same thing, perhaps. He goes back to the first 
day and he depreciates all this time to arrive at the 
value, the true wacie as at the date you take over, 
doesn't he? 

MR. FRLVLEY: Yes, because I agree 
that is all Mr. Morrison is doing, is to find the value 
today. 

THE CHAIRMbM: After all he and Hill 


are seeking to arrive at exactly the same thing? 


Mis FRE. LEYs uxactly. 
THE GHAIRMAN: They are employing dif- 


ferent methods to do it? 


time PREV LET: That is right. 
TH CHA TRMAN: And it is noticeabls, of 


course, lr. Morrison does not allow anything in his scheme 
of things, as I understand it, nor do Price, ‘aterhouse, 


for going value? 


CR. RAWLAY:? For going value? 
THE CHATRMAI: Yes? 
IR. FRAWLEY: Not as such, no. Nor in 


any fashion. I was thinking of working capital, but that 


is something else. Not for going value. 
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THe CHATRMANs - Some of the cases would 
seem to indicate that gi atory Boards taking over a 
utility do, and they say that is something thet they have, 
that is something that there is to dispose of if you- would 
leave themalone. But if you are going to take them over 
you cénnot ignore it. 

Wis PRESLEY: BSA PEK ES Ole it hale ey 
friend has pressed that point furthsr than it should be 
pressed because we arc not - nobody is taking anything 
over. 

THS CHAIRS: No, but at the same time 
if. they ,coule sell: thet Paes they would have regard to 
the going value -" 1 mean’if they wanted to sell it their 
purchaser would. But if you step in and say "Now here- 
after you can only make 83/"as you suggest, that is a 


Vory diiterent picture) dsiit ‘not? 


Co Oy ae he Yes. 

| THs CHA LRMAT: The going value feature 
has gone. | 
Mies) FRA Diy: Yes or Ip would-nost. ibe 
as much. 
THE CHATRMAN: If you take it away from 


them, whether you use the word confiscation or not does 

not matter to me, if you are taking away that going value 

to them should not you give something for it in the rate? 
fon) "RAYLEY: Of course, we are not taking 
away the going value, because utilities have been bought 

and sold. This utility can be sold still after it becomes 

a@ public utility, after just as before. 

THE CHAIRIAN: But not for the price. 


‘hen its going value was the value of that which produced 
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523) per year on their money, it is a different proposition 


from 84%. 


Poe re y's There is no doubt about 
that. 

THs CHAIR MAN: They have lost something 
then. 

Rite PRA LEYs 4 property that would earn 


O07 surely wound find a quicker purchaser and a better 
one than one thet esrned 84% or LODT 

TH: CHA IRMA And a higher price. 

Tite FREGLSY: thet is one side of the 
picture. The other side of the picture is that the user 
of this line is being asked to pay in his rate for that 
difference. ‘hat is the difference? That is the right 
to make profits. The right to make profits. Should he 
pay for that? Or shouldn't he just pay for whet he gets, 
pieces of property? 

THs CHSIRMAN: Towould Like to explore 
that, should he or shouldn't he? If he is going to take 
this out of a private industry and put it into public 
service, should not he pay - shou 1d he? I am not 
offering any opinion at all. I am trying to extract 
opinions. 

Mm. FRSVLEY: | _ Now of course this gomes 
back to that discussion thet we all remember, that we 

had with wr. Hill, about whether there would be any 
difference whether this Company earned 4100.00 or »100,000.00 
a year. I think that is the place in the evidence where 
MOU WIL 1 Pind t. 

THe CHAL REMAN: where is that? 

MR. FRGULIY: Volume 19, Pages 2595 to 
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2603. 
THE CHATRLAN: Well we won't bother you 


to read that tonight, Mr. Frawley. 
(At this stage the Hearing was adjourned until 2 P.M, 


9th March, 1939). 


eoeeeosceesee7nrH#eere6eteoesetere @ 8 @ 


. . PMA ek cre ha ee ba 
rh Pee Dried 
4 q v if : > ; a A \ ‘ wd i 
a ah as ny rf 
Pa ; 
| f ai 
; rs Ao 
$ 5 aa : Lh) 
obs 
yo, } « 
( | a | 7 
; 1h 
i h. y 
, 7 | 
. = 2 . ! 7 LP 
cettad FP aor ow Dee ven 


’ ~*~ 
an Ce : 
= ai, & ug io 
i oa 
y 


+ 


MOLNETE ch .etabaee, ? nis 
| a 


es os < * eoyier Demtya 4 F as) ie 


i = aay ari he saugihd: ti Pa rate B: f r . i 
il z — ‘hii 7 
om “Ge < aS ee 


{ 
Yee we pee 9 Se Se ee ee eae 


DL Beith SR te hy Ap ieee ea ee ae 


- 
“ft 
j 
- 
ye 
1 
' 
; 
pa X 
4 “ 
‘ 
‘ 
\ : 
Pte 
, i 
| 4 1 
) 7 
1 
=? 
: a4 a =e 
a 
: 7. 
i 
b ee rn 
m@ : ; 
i 7 : 
ee . Pra 
i= : y bia hie 
/ . ’ ’ 
‘ti u i a 
ae a 7 ’ 
' i : 
0 ee ee) hae 
-_ Pa , ne be i aaa |) 7 


HN \ The ce of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 
—and— 

IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


‘ oe mt oe 

ee a es Ga EE RTS ee TE Eg ae TS A 
tng ne ee ET 3 IE | 
ws ah basg en os a as “a re =) =< Neues . age | 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
airman) 
—and— 
LR. LIPSETT, ESQ. 
Session: 
CALGARY, Alberta___ MARCH 9th, 1959 
VOLUME_#° 


A DV / 
WA i ‘ hy 19H - 
ba ea IO) 


COMontOn 


J.J -Frawley 


- 6051 - 
2 P. iie SeBSion. 
9th March, 1959. 
MRe FRAWLEY: Mr. Chairman and Commissioner, I 


think I will begin if you please, with giving you the 
answer to the question you put to me last evening, compar- 
ing mr. Hill's rate base with Mr. Morzison's and we have 
that now fairly completely and I will give you the figures 
slowly so that you can take them down, beginning right at 
the beginning. Now this is iir. Hill's rate base: the 
direct assets $1,539,226, and then you add either and I say 
"either" . the value of the indirect assets and the going- 
value, or the going-value alone--- 

THE CHATRuAN: Add either his value. 

iiRe FRAWLEY: Yes, you add this element, I mean 
the designation you give it is the troublesome thing in 

Lire Hill's evidence, so I am putting it to you it is either 
the going value or the capital value of the indirect assets, 
or thirdly, to be perfectly fair to Mr. Hill, a combination 
. Of both those things, or a combination of both of those 
things, and that fully describes it certainly, that is 
$185,756.00; now I will give you the total of those two 
figures, ¢1,724,982.00; then we subtract from that the de 
preciation which as we know is observed depreciation only 
$104,982, and that gives us the figure which will be tire 
Hill's net capital figure, $1,620,000; then add working 
capital $80,000 and that gives you y1,700,000. 

Now here are the comparable fig- 
ures submitted by iir. Morrison, direct assets $1,506,568.48; 
indirect assets $207,002.44; the sub-totab of that is 
Ctolo 570.92: taking away Mire Morrison's depreciation 
figure of $222,296.86, that has a sub-total then of 
$1,291,074.06; adding lir. Morrison's working capital of 
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$83,150.79, Mr. Morrison's total rate base then is 
1,374,224.85. 

Now I should, and I will, give 
you the differences in a moment, sir, but I should call 
your attention to the fact that these figures are as at 


the dlst of December, 1988. 


MAJOR LIPSLTT: And on Dr. Boatright's basis of 
LB. 

MRe FRAWLEY: On Dr. Boatright's basis of 19 
years. 

THE CHAIR: AN: They are both the 3lst of December, 
1938. 

Mike FRAWLEY: As of the ¢lst of December, 1988. 


Now here are the differences: the difference in the first 
item of direct assets, ir. Morrison has less by $232,857.52; 
hire Morrison is greater by $232,832,857.52,I am sorry, lr. 
Morrison is less, Mr. Hill is greater by (252,857.52. 

with respect to the indirect as- 
sets hire. Morrison is greater by $21,246.44; Mr.. Morrison is 
greater than Wre Hill by that amount.. 

with respect to the total then of 
those two figures, the total of the direct and indirect, 
Mr. Hill is greater by $211,611,08. 

Then depreciation, now with res- 
pect to depreciation-~- 


MAJOR LIPSEITL Is that the difference between those 


two figures. 


MR. FRAWLSY: That is the difference between lhir. 
Hill's total and Mr. iiorrison's total of gross assets, that 
is the gross assets, and now we come to depreciation, now 


the difference in the depreciation itself only is, lir. 
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Morrison's is greater by $117,314.86; in other wards, 
that is the comparison of observed depreciation as 
against the depreciation worked out by Mr- Morrison, 

that is the big difference. In other words if you are 
taking figures, it is $104,982.00 of Mir. Hill's against 
$222,296.00 of Mr. Morrison's. 

THE CHATRAN : Yese 

MR. FRAWLEY: Now the next then is the net ine 
vestment, after having taken off depreciation, Mr. Hill's 
is greater by $328,925.94, Mr. Hill is greater in his net 
Gapital figure by $328,925.94; 

Working capital, ire Morrison is 

greater by $3,150.79. 

THE CHATRiAN: Say that again. 

MRe FRAWLEY: iire Morrison is greater with res- 
pect to working capital in the sum of $3,150.79 and there- 
fore iire Hill's rate basis, as I think it might properly be 
called, exceeds lhir. Morrison's by ¢825,775.15. 

Now then you asked me tc give you 
what that net difference that I have just read, the 
$325,775.15, represented in cents per barrel based on,-+ 
now then I want to give you that difference in cents per 
barrel but it is based on, I want to call your attention 
to the fact, that it is based nn a throughput of 6,100,820 
barrels. Now that is a new figure but that is just the 
September figure projected through by lire worrison to the 
lst off December; I mean i:ir. Morrison did not have the 
Exhibits but you will recall it is negligible, the bxhibit 
figure shows 6,025,000 and something moro. 

THE CHAIRMAN: what Exhibits? 
LiRe FRAWLEY: Pi wilt 2<ev- 1s "eh sorte lo, wenas 
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shows that, it is Exhibit "95" anda the figure is 6,025,048. 
THE CHALRiiA N: Banaoit |.95"2 | 

MRe FRAWLEY: mero bdt VIO") Dub) wil) eave you 
the figure, sir, but now that Mr. Morrison has the figure 

of 6,025,000 as against the one he used of 6,100,820, I 

nay as well give you the rest of it for the difference that 
it makes, and perhaps before the end of the day Mr. hiorrison 
might work it out and make it up. This is how it works out, 
amortization using 19 yenrs,on the difference of $328,925.94, 
you see lire iorrison had to work out the anortization on a 
aifferent gigure than his rate of return because working 
capital was in there anc he could not allow a rate of re- 
turn on that, so perhaps if I give you the result instead--- 
THE CHATRMAN: + Yes. 

MR. FRAWLEY: Now the result is .8177¢ per bar- 
rel, just under 9¢ per barrel; it is the other way around, 

I said he did not allow a rate of return on working capital; 
' we do not amortize, we do not amortize on working capital 
but there is the figure, sir, just under 9¢, .8177¢. 

THE CHAIRMAN: Under 9¢. 

MR. FRAWLEY: I am sorry, just under l¢ rather, 
-8177 of a cent. 

MAJOR LIPSET®: Treat is the difference between then 
is less than 1g per barrel, iir. Frawley? 

MiRe FRAWLEY: Yes. Now E was speaking yesterday , 
sir, of this matter of functional depreciation and E said 
that iir.s Hill's method, however excellent it might be in 

the general run of public utility cases, was of no value to 
us and I was referring to something out of Whitten in Volume 
2 at page 1795 as that is something that we called attention 


to the other day and I just want to repeat it; in this case 
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at this page in Whitten he 1s calling the attention to 
the Texas liidlanc case and to the appendages that ac- 
companied the judgment in that case and containing some 
definitions and generak rules for particular accounts to 
be applied in the matter of eee and you recall I 
read, I interrupted my friend to read this, I am reading 
from page 1795 of Whitten, Volume 2, sir. 
"The Board is of the opinion that the principles 
contained in the following definitions should 
govern in determining the depreciation of physical 
property used for common-carrier purposes: 

(1) Depreciation is the lessening in worth of 
physical property due to use or other causes. 

(2) Labor depreciates with the items of pro~ 
perty of which it is a part. 

(3) Service-condition per cent is the ratio 
between remaining capacity for service and total 
capacity for service in each cycle of use." 

Now the rest of the instructions or definitions or what- 
ever you want to call them are of no particular importance. 
It is that item three in that memoradnum I cite at page 


1795 of Whitten that I want to call attention to. 


(Page 6036 here follows) 
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Now, there is a very 
important Exhibit in this case, and I want to call’ 
very special attention to it, and it is one that my 
friend relied on, now; that is Exhibit "13a" and I 
think it is of great value to this Commission. My 
friend quoted it for his purpose and I am now quoting 
it for another purpose. 

TH CHAIRMAN :- what Exhibit? 
wR, FRAWLBY: Exhibit "138" and it is called 
"Uniform System of accounts for vipe tines, Frescribed 
by the Interstate Commerce Commission in Accordance 
Wits sechionw.) of tne Lotersinte Commerce Act"... Ets 
importance is, as I svid yesterday, neither my friend 
nor Il have been able to find anything of very great 
value-in the reports with respect to pipelines, - that 
is subject to a case in Montana in 1923, that I want 
to cite to you, but in this Exhibit “1358" I want to 
call your attention first to item 8 on page 6, and 
I only read this to find, because certain words are 
used here Which are then defined, and it is tho 
definition of those words I find interesting. 
"8, Depreciation accounting.- (A) Computing 
and filing of depreciation rates: 

(1) The carrier shall file with this 

Commission composite annual percentage 

rates estimated to be applicable to the 

book cost, note instruction 2-D, of each 

class of depreciable carrier »roperty owned 

or used by it. These cercentage rates shall 


be based on the estimated service values, 
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note instruction £-CO, and service lives, 
note instruction 2-BB, developed by a 

study of the carrier's history and experience 
and sucad engineering and other information as 
may be available with resnect to »>rospective 
future. conditions." 

Now, then, I want to go at 
ones to these definitions, and they are the things 
that are interesting. 

On wage 2, the definition, 
Oper Lo ramon s eet tion "LL", and "L"' réads this 
way: | 
ke "Depreciation means the loss in service 
value, note instruction 2-CC, not restored by 
current maintenance and incurred in connection 


with the consumption or prospective retirement 


of physical property in the course of service. 
from causes against which the carrier is not 
protected by insurance, which are known to be 
in current operation, and the effect of which 
can be forecast with a reasonable approach to 
accuracy. 
Ni te.-Av ong the causes which may result in the 
loss of the service value of depreciable »roverty 
are: 
(a) Physical depreciation. 

) Obsolescence. 
(c) Inadequacy. 
(d) Decline and exhaustion of the trafic 
which the property was designed to transport.” 


And 1, of course, particularly 
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gall your attention to item "b" in the note of the 
definition of depreciation, 
iyem Leo to what he calle 

instruction 2-CC and 2-BB, I will read 2-BB and 2-CC; 
"2BB, Service life means the period between the time 
of installation, note instruction 2 HH, and the time 
or retirement, note instruction 2 IL of carrier 
property." 

TH CHATRMAN: Hrecyou'st, lb.on “@getSe 

MR. FRAJLEY: Jam sorry, Sir, nage 4s 
"Service life means the nertod between the tine of 
installation, ae instruction 2 HH, and the time 
OUrevi roUen Gt. pote, instruction & Il, of carrier 
property.” 

Now, instruction 2 CC, or 
definition CC, whatever you want to call it; 

"Service value’ still on page 4, 

"Service value, as app:ied to carrier property, is the 
book cost, note instruction 2 D, thereof plus the 

cost to the carrier of salvaging the property and 
less the value of the salvage, note instruction 2 JJ 
therefrom." 

That is all I want toread 
from that and I say that these accounts which were put 
in by my friendrather indicate that when it comes to 
the proper way to depreciate the pipeline that one 
properly, and indeed must, in carrying out the instruc- 
tions of the Intcrstate Comnerce Commission, have rerard 


to these other things which, in my submission, Mr. orrison 
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had regard to and which it is Sovious, of course, 
that ivr. Hill did not mve regard to. 

Then I want to refer tothe 
Toronto Railway case in 1925, Apneal Cases, at nage 177. 
Now, 1 want tot ake fran this. case..... 
THe CHALRMAN: dhat is the name of it? 
wR. FRAWLEY: It is the Toronto City Corpora- 
tion and the Toronto Railway Cor:oration. Now, 1 want 
to take from this case whatever there is in it to support 
the proposition that there is such a thing as depreciation 
of the kind :t. iiorrison is talking about, although one 
uses the whole basis, because I want to be of certainly 
every assiStance to the Commission that I can, and if 
the Commission, as it certainly wants to, exhaust the 
possibilities of the application of all of these te thods, 
then 1 say it may be that the Commission can take Mr. 
aill'ts method as to the amount invested in the assets 
and then reject his figure for observed denreciation 
and apply, and that is something that the Commission 
accountant may be able to work out for the Commission, 
apply the functional depreciation. Now, 1 do not know 
whether that might be the way of giving effect tor. 
Hill to the extent to which there is any quarrel. 
THE CHAT RuiAN: W@ may apply what functional 
means, by applying the Morrison method, by leaving out 
depreciation. 
WR, PRAWVLGY: Apply the Morrison method by 
leaving out depreciation. Now, in the Toronto Railway 
case, the arbitrators, and l am reading from the head- 


note, it was an appeal from an arbitration: 
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" The arbitrators based their reasoned award as 


to the value of the railway tracks, rolling-stock, 
and buildings, including plant and machinery therein, 
primarily upon the cost of reproduction less 
depreciation. Both parties moved to remit the award 
on various grounds. the city contended that, having 
regard to s. 4, sub-s. 4,of the Act, the arbitrators 
should have determined first whether a reasonable 
person would have revroduce® the ~articular assets 
as oart of a railway system in Toronto at the date 
of the arbitration, and that if not they should have 
been valued at what they would have fetched, or if no 
sale were possible then upon a 'scorap' basis:- 
Heladyerl.). that the arbitrators had righthy 
taken the cost of reproduction less depreciation as 
a guide in meking their award; and that as they 
had also taken into aceount obsolescence, comparative 
utility, and other relevant considerations, the above 
contention by the city failed." 
Now, that is all I want to take from the case. I say 
that there is not any, that there is not any compelling 
reason why the comnission must take, if they take Mr. 
Hill's method of present day values, must take as a 
necessary vart of that, "observed depreciation" and 
nothing but observed denreécia tion. 
TH: CHAIR Ad: With a slant Kept’ so extra- 
ordinarily well, as has been pointed out to us by you, 
would the iorrison method be as accurate in fact as the 


Hill method? You see, you have a line that you have 
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Jd. d. Frawley. 

been to some pains to stress, and it seems to be borne 
Out by the evidence, is kept right up to the minu te, 

in first class condition, as we have put ites, JLT ners 
is a rusty pipe somewhere Mr. Coultis takes out that 
PrcoSe MINOW Teen tn the, Lieht ofthat kno wledge, 
would the observed depreciation bs a more accurate method 
as to what in truththe depreciation was? 

MR. FRAWLEY: Yes, but there that begs the 
question, I submit. I quite agree if he was looking 
at an electric light plant or a telephone plant, I said 
telephone yesterday, there is no question but the 
electricity is dependent upon the water in the stream, 
but take a telephone nlant, which is in every sense 
created, created, by the hand of man entirely. This is 
not. Then il say it is an excellent method and it is 

Ge only ieetIod (Fora certain job that has ¥o be done, 
and 1 say that with respect to 99 cases out of 100 
probably, just take «ir. Hill, just as he says, capital 
value, observed depreciaton, and you do, ‘certainly 

I must agree with that, you arrive at what Mr. Coultis 
could get for his plant, but I think that is a different 
proposition, this is not expropriation. Now, it has 
certaim features that are akin to expropriation but l 
think we must remember that this is being left with my 
learned friend. If the result of placing it, automatically 
results, of placing it under the jurisdiction of the 
Utility Board has to be anything in the nature of 
expropriation or confiscation, it is expropriation of 
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J. Jd. Frawley 
allows and the 52% or whatever it is, that he has been 
earning, and that is my earnest submission, that the 
Board, even although they might cleave to the idea 
that it is a pretty good way of determining it, to find 
out what the capital was, that would be needed to renlace 
iv, =-br. Soetrighnt said, there are gomé ittherent vices, 
Dut i neavels POU particularly *or importance, ‘but it is 
imnortant when we come to find out what these peonle 
have im that line, what it means both to Mr. Coultis and 
to the user, and what it means to these people is that 
every day that oil passes, every day that 1,000 barrels 
of oil goes through there, just every day they are getting 
bees iand Tess. itywhas’ Less and less service value, 
and it is that lessening service value, - now so muck 
for, that. There was a paragraph from Viscount Cave 


that made just a little difference, at page 184 he says: 


(Pagé 6043 follows.) 
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MR. COMMISSIONER LIPSETT: =. there must be - it seems 


to me that to put this case on a par with a case like 

that where the whole assets were taken over, that the 
comparable basis in this case would be if this pipe line 
was being taken over by somebody at the end of the amort- 
ization period. 

PRs ERA LY Yes. 

MR. COMIISSIONER LIPGST?: If this pipe line as being 
taken over by some, say a public authority at the end of 
10 or 15 years, then you would heve an exact principle with 
those cases, because you would be providing complete amort- 
ization of the money and the revenue and everything else 

in the meantime. 

Re FRSOLIY: Lt YUnS in ny mind’ thet, 1.) 
not very different from the Niagera cese that I am going 

to discuss with you in a few moments. If we were going 

to take over this pipe line at the end of the amortization 
period in our opinion it is only worth scrap value. It is 
not any good, no matter how well iir. Coultis kept it. 

Re COM ISSIOUSR LIPSZTrT: But we are asked to make 

an allowance of 30%, which, if it is too conservative 
inures entirely to the benefit of the Pipe Line Company. 

If it is amortiged under your system in 19 years instead 
of 26, and it is'good for ” years more, that benefit is 
going entirely to the Pipe Line Company. 

Th. FRAULEY: Subject to this, Mr. Tayla 
agreed with me, and perhaps -r. Deussen, that meant what 

I colloquially celled velvet which meant there was not 
anything at all. 

THE CHAIRMLE: It was theirs to start with? 


Mes TRAULEY: It has been velvet up to now. 
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But there is just the intervening period when somebody 
regulates the rate. 

ike COM*ISSONER LIPSITT: In the meantime there 
is going to be a certain amount of additional,capital 
provided bat OL pre Te ce WHICH OWIEY glSO. 2. se 

Vike. HE ?lau 1s Which is good utility 
practice. My friend speaks about there suddenly being 
no oil. That is not just a prectical way of looking 
at it. He is not running a company without competent 
advice, and they will look forward. They will foresee 
this diminution in the field's supply and they will go 
the regulatory body and have it taken care of. When 

I say have it taken care of, in the only practical way 
and that is the through put is going down and it is time 
for a review of the rates. If you wait till the last 
barrel then you just have to cry about it, that is all. 
MR. COM‘ISSIONSR LIPSUTP: There seems to be some 
differenoe in principle between the case where you take 
over a property absolutely today and have the operating 
of it for all time, from a case where they still have 

@ possibility of a vsluable asset at the end of the 
period. 

Me. FRALEY: That is my submission and 
that is one Of the good reasons which perhaps had not 
occurred to me, but there are a v:riety of reesons for 
distinguishing between an out and out expropriation or 
Compulsory purchase. This is not compulsory purchase. 
This is regulation to the extent of diminishing the 
rate of return which this Company gets on its pipe 
line. 


TH CHAIRMAN: They are in a bad way 
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even though their competent Deak and engineers advise 
them, and the regulating body won't hearken to the advice, 
and it should prove to be good advice. 
Re FRALOY: Yes; 1 should not just 
put two and two together so quickly there. . They still 
have the hurdle of the regulatory body accepting the 
Opinion of the engineers. Then the people would be there 
the ratepayers would be there saying “Oh no, quite the 
contrary". 
THE CHAIRMAN: It is not so simple as 
ir. Nolan getting a bit of advice. 
MR. FRAVLSY: No, perhaps it is not as 
simple as I put it nor as Mr. Nolan put it. But Somewhere 
in between. I should now read a paragraph from Barnes 
on Public Utility Regulations. Barnes is a case book, 
and on Page 454 there is a reference to the Texas Midland 
Railroad Cass. 

"Functional depreciation results from the 

want of adaptation to function. (‘/hile in 

working condition, a machine for some reason 

c@n no longer perform the work required of it, 

and, therefore although still physically fit, 

must go out of service. This may be because the 

machine is too small or because some better 

process has been invented, or for various 

reasons which render its further use impossible 

or undesireble. 

" Functional depreciation has played a very 

important part in the past development of railroad 

property." 


Then there is a reference in this book of ‘/ilson. 
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there is @n interesting paragraph in this book that my 


friend was good enough to give me, wilson. It is Wilson 


et al on "Public Utility Reguk tion." Reading from 


Fa c6 65 s= 


" The methods for measuring the annual 
depreciation allowance are (1) the "obser- 
vation" method, (2) the "service-mutput" 
method, and (3) the "life-table" or estimated- 
life method. 

The observation method involves personal 
inspection of the property and relies upon ths 
Judgment of the appraiser. It is obvious that 
this method can be no better than the judgment 
of the appraiser and thet no two appraisers are 
likely to arrive at the same result. Fur the r- 
more, some property, as gas and water mains, 
cannot be inspected, and annual inspections of 
large properties for the purpose of making . 
depreciation allowances are not feasible. 4s 

@ consequence, the observation method is not 
extensively used. Et is, however, valid as a 
check against eatimates of service life and for 
making adjustments in the reserve accumulated 
from estimates. 

Under the service-output method, the life 

of the asset is reckoned in terms of its probable 
quantity of output, the depreciation allowance 

being in proportion to the output during a given 

period of time. This would measure depreciation 

in terms of kilowatt-hours of electricity, M.C.F. 


of gas, gallons of water, and so on, during the 
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"accounting period. Because of widely fluctuating 
production schedules, it is more frequently 
recommended for manufacturing industries than 
ror. pibade eileen 
The life-table method relies eupon past 
experience and attempts, on the basis of such 
experience, to predict the longth of time that 
various classes of property will last. On the 
basis of such estimates, the "average life" is. 
used to determine the amount of the depreciation 
charge for each class of property. The validity 
of the estimates will depend upon the amount of 
experience upon which they are based and the 
extent to this past experiences recur in the 
future. This method involves exactly the same 
principles as does the use of mortality tables 
in life insurance.e ‘With reasonable adjustments, 
past experience can be used as a basis for pre- 
dicting the future." 
THE CHAIRMAN: Would you say that is the 
book cost method, Is that what that last means? 
MRe PRO iLEY: No. That seems to be an 
attempt to work out the average life for depreciation, 
based on past experience, which does not seem to be the 
particular kind of thing we are talking about here. 
THE CHAIRMAN: It is neither Hill nor 
the Taylor method, nor the Morrison method. 
MR. FRSAVLAUY: No, my Lord. 
THE CHAIRMAN: Do any of these that you 
have read touch on the Morrison and Price, ‘aterhouse 


method? 
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MR. FRE LEY: Well isin, 2. think. the 
best support I can find for the advisability of using 

the depreciation method which Mr. Morrison has used is to 
be found in these regulations prescribed by the Interstate 
Commerce Commission. 

THE CHAIRMAN: But I say the Wilson book 
you have just read does not put forward the Morrison 

or the Price, waterhouse method? 

MRe FRAWLEY: No, not es we have had 

it presented to us here. I think it a8 Well perhaps to 
give you a citation of the report of the Board of Public 
Utility Commissioners, their judgment in what is called 
the 1926 Calgary Kate Case. &nd I can leave this with 
youe It is contained in the llth Annual Report of the 
Board of Public Utility Commissioners of the Provime 

of Alberta, 1926. It bears the imprint of the Acting 
King's Printer. 

THES CHATRMAT: If you will leave it. 

MR. FRAWLEY: Yas. I am reading from 


Page 23 of the whole booklet. It contains..... 


THE CHATREAN: LSiikt, Of any. ve Lue 7on 
method? 
Pie, didt.s tio te It has something to do 


with valuation, Sir. "Theory of Valuation". 
at Bvidence has been submitted by the applicant 
Company both in this and preceding cases, giving 
a valuation based on appraisal of existing assets, 
with certain percentege allowances for elements 
of value not subject to physical appraisal, based 
on the present cost of reproduction of the property. 


Thee is also quite satisfactory and cemplete 
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"evidence of the historical cost actully 
incurred by the ee cence Both theories of 
valuation have bee given consideration asa 
basis for the proposed rate. The Board believes 
that in cases where the cost of reproduction 
has been found applicable, it is largely because 
of either inadequate record of early investment, 
the implication of improvident investment in early 
stages, or of a very long preceding reriod during 
which much of the property representing original 
investment has disappeared from service in its 
original form. 

In this specific case none of these consider- 
ations tend to invalidate the historical cost 
as a just basis of rate-making valuation. The 
Company, in fact, in its presentation of the 
reproduction value up to 1921, with modifying 
factors affecting the same assets, but including 
price changes from 1921 to 1926, provides for the 
additional investment incurred since 1921 on the 
basis of historical cost rather than on that of 
appraisal. | 

The very wide fluctuations in price shown in 
the evidence in this case afford the most convincing 
refutation of the appropriateness of this method 
of valuation in the present case. The historical 
cost in this case is satisfactorily clear and 
definite. The property originally installed is 
substantially that now in service. The method of 
retirement of short-lived assets from the rate 


base, discussed under the heading of "Keserve 
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"or Amortization Chargos," will keep the historical 
cost valuation in perpetual agreement with the 
physical property in service at any given time 
with a feir degree of approximation. The Board 
is of the opinion that the historical cost which 
has been adopted in connection with the proposed 
method of amortization should be adopted as the 
rate-making besis for this property, and it shvuld 
be maintained currently in the books of the Company 
properly segregated and distributed to show not 
only the present rate base but the current increase 


of decrease therein from year to year." 


THi CHA&aIRVAN: Do you think on that 
reasoning Mr. Carpenter would not take the historical 
cost as a basis, because we find conditions which he 
adverts to for the use of the replacement method not 
present here? The books were kept without regard to this 
pipe line entirely. Part of the physicel assets have 


disappeared. 


Me PRAWLAIY: With respect, Sir, I 
EL Lea elie tellvis! 
THE CHAIRMAN: And on the method adopted 


by the accountants the books have to be thrown overboard. 
Me.) PRS’ LEY: No, with respect, Sir, the 


Situs tion dsecthisew si. 


THE CHAIRMAN: The 6 inch loop is still 
Gone. 
Voom at Late That is comparatively simple. 


The books show everything that happened. I think, Sir, 


that everything that Mr. GCarpenter...ee--- 
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THE CHAIRMAN: that has gone. 
MR. FRALEY: It had gone out of the 
capital investment but the books still show it. Mr. 


Morrison found it from the books. In this specific 
case I will read that agsin, Sir. 

"There is also quite satisfactory and complete 
evidence of the historical cost actually 
incurred by the investor. Both theories of 
valuation have been given consideration es a 
basis for the proposed rate. The Board believes 
that in cases where the cost of reproduction 
has been found @épplicable, it is largely because 


of either inadequate record of early investments..." 


but clearly that is here. Mr. Maw and Mx. Morrison had 
no difficulty whatever in finding what the capital assets 
were from the books. They split on two things, the 

item of the 6 inch tae. ie 

THE CHAIRMAN: They do not any of them 
know yet exc:pt by some calcultion as to what part 

the pipe line has paid for in connection with the assets 
Contsined in this Company. 

IR. FRAVLRY: Indirect assets? 

THs CHAIRMAN: Yes. You choose to call 
them indirect, but as part of the records there is no 
proper record kept. 

MR. FRiI:LSYs The Royalite Company, 
which is still one Company, has a complete account of 
every asset item that Mr. Morrison found, either direst 


or indirect, that the Company has. 
THE CHAIRMAN: That is all right. We do 
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not care a bit about the Company for the moment. We do 


care about the pipe line. Is there qa clear book record 


of what its investment is in the asset, the Pipe Line 


Department? 
MRS FRAVLSY: Clear, Sir. 
THE CHAIRMAN: Perhaps you will tc1ll me 


how much it has invested in the mechanical garage? 

MRe FRE'SLEY: Nothing. Those are indirect 
assets, and the Company - we know what the total investne nt 
in the mechanical garage is, and our problem is how much 

of that from the users! standpoint, from this rental 
standpoint....... 

THE CHAIRMAN: Which as a metter of 
accounting you have to arbitrarily estimate and work out 


somehow or another. 


MR. Fe LEY: Yes sir. 

THE CHAIRMAN: Using your best judgment 
to: do it? 

MR. FRAWLEY: That is with regard to the 


operating expense. That has nothing to do with what is 
in the books under the head "Capital Spent", and that is 
all I say, with respect, Mr. Carpenter is talking about. 
It is my submission that the evidence will show this 
paragraph...... 

THi CHAIRMAN: | You have buildings down 
there that are used in common. Do you dispose of them 
entirely by just saying they are just indirect? 

MR. FRG iLSY: No Sir. ‘ve know that 
they have a building down there that the Pipe Line 
Department cannot be said to own at all. ‘ve know the 


Royalite Oil Company owns it. ‘ie know how much they spent 
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on that building. 
THe CHAIR AN: “8 are contemplating , 


during this argument at least, contemplating a severance. 


ig VERB te Yes sir. 
THs GHAILRMAM: we have to think not of 


what the Royalite has got in this, but what has this 
severed portion #e are going to deal with in it. 

MR. PRAWLEY: As to the direct assets 
what have they got, and 1s to the indirect assets, what 
Should they pay the Royalite to use them. ‘shat item 
should be in the annual cost. 

THE CHAIRTAN: Before we can determine 
that do not we need to know what financial interest they 
have in them? Because surely it would depend on that to 
some extent wet they should pay for their use. 

MR. FPRE'VLEYs I recéll you making that 
remark yesterday to ir. Nolan. 

THE CHS IRMA: When they do own Something 
in common with other departments, I do not know why you 
ignore the fact the earnings of this Company, this 
department which it has been pointed out were very 

large at times, .are to be assumed to have gone 


into these assets, owned and used in common. 


MR. TRAVLEY?. I do not assume they 
did not. 
THE CHAIRMAN: Then if they did and 


you are severed, why should the severed portion pay 
the same amount as a stranger, when it has helped 


to eoreste them. 


Pine FRA ILEY: I would like to deal 


With thet. That is a different angle on our immediate 
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problem, that when we split this Company how much ir. 
Wolan's Company, the Royalite Oil Company, should charge 
the new entity, the Royalite Pipe Line Compny for the use 
of these indirect assets. Bear in mind, with respect, 

it is an expense item. How much should they pay per 

@ nnum? Mf. Naw and Mr. Morrizon went through the most 
complicated business...... 

THE CHAIRMAN: why, When it is severed, 
should it lose its interest, its capital investment? 

There may be good reason for that, but I do not under- 
stand why. Supposing the Pipe Line Department had puid 
90% of the amount of money - I mean the profits from 

that department had paid 9050 of the amount of money 


required for the so-called indirect assets. 


MRe FRAVLEY: It is still the Royalite. 
THS CHAIRMAN: Oh yes, it is still the 


Royalite but this department is just as much @ part of 
the Royalite as any other department. All right, you 
sever it. 

Pe ey PEARY GL We create a new company 
and say 100% of these shares will be owned by the Roy- 
alite Company. That ig my submission that that is the 
feasible way to do it. 

THS CHAIRMAN: Do you see any reason 
that the nev’ entity should forego all the investments, 
which might amount to 90, of the capital assets, that 
they should be lost sight of? 

ime PRIVENY: Suppose it should not, 
then it should be something like this, we will work 

out the annual a eee or service charge and say that 


is $50,000.00 and that is what we will charge to a 
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stranger. But we are not going to charge our Pipe Line 
Company, our affiliate thst much. ve will reduce it by 
25% or something. 

THs CHALRMAL: If you and i own a house, 
Peer ne tana ne Of it, 1S. it all right for you .to. say 

to me one day "ell I will take the house as a whole anda 
make it my own, but I will give you less rent", do you 


think that I would be satisfied? 


MR. FROGGY $ “ve own a house together. 
THE CHAIRMLE: Yes, and I-am. renting it. 
MR FROWESY : You.are, renting .1tatyon 


the two of us. 

THs CHAIRIAN: Yes. And you propose to me 
to make the house yours and take the title to it. You 
will allow me a lesser rental while I occupy it. 

pute | Bite ¢ I would have to pay you 
something for getting the titl:: in my own name. 

THE CHAT RMAN: Vhat are you proposing 
here? “That are you proposing quid pro quo for the 

pipe line department, for the Royalite taking it all 

as you propose. 

Pie JR oy dah Ye Li that 1s: paralled 

of course. 

THi CHS IRMAN: Te {ti i858.) >) bi dae veemoe 
the faintest thought to put forward « firm opinion 
about it one wey or the other. 

Potash Betsy: I am bound to think as 
my friend will probably urge, I am inclined to think 
perhaps the answer to it may be that we are again 
going back into these past profits and if we are then 


there seems to be...-.. 
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THE CHBIRMAN: | Perhaps thst is the 
answer, if that is your view that is your submission. 
LR. FRA DY: I do think though I 
would like - I wes going to say convince you - but I 
would like to review for a moment the parity between 
what these records of this Company, these records that 
were available, I do not care what label you put on 
them, Pipe Line Department records or Royealite Company's 
records, but there were available in the office, no 
question about that, in this instance, all the books 
and records necessary to enable both Mr. Morrison and 
lly, Maw to find out whet this Company had put into this 
Pipe, line. The historical cost., They split on the 
euestion ofjehe 6 inoh. loop. 
THs CHATRIGN: It took us about three 


weeks to find out and I do not think we know yet. 


aR oa elites has YS): That is the indirect 
assets. 
THE CHAIRMAN: No Count 1b Wiles 


resolved as we go along. 

MR. Pw Lay: The indirect assets, 
it was all there to be found out. The main trunk line 
which does not find its way to any department except 
the Pipe Line Department, and the pump, in the ¥ipe 
Line Department; the mechanical garage is common 
property, but whatever it may be it was all readily 
ascertainable by lir. Morrison and lir. i.aw and the 
only problem was, having found out about tht mechanical 
garage, how to divide up the interest which the 
Royalite Pipe Line had in it. For what purpose? 


For the purpose of arriving at the annual service charge 
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or rental charge to be in the annual operating cost. 

TH CHATRMAN: It might have some 
bearing on the severanee of the Company you know, 

what we are discussing, es to whether the recommen:ation 
Should be that it made a separate entity. | 

MR: FRALEY: | My friend, I understand, 
is going to deal with that before we rise, ené I was 
g0ing to say something about it. I think there are 

Some obstacles in the way of leaving this department in 
the Royalite. I think of some very practical ones; 
because after all, whether they like it or not, if 

the Pipe Line Department is left in the Company then 

the Company, I am afraid, is going to be subject to a 

lot of anoying restrictions at the hands of the PUblic 
Utilitics Board, which I take it neither the Board nor 
the Company will want. But it will be just a consequence 
of the operation of the statute, issuing securities and 
that sort of thing. & public utility cennot issue 
Securities of any Kind without going to the Board and 
getting consent. The Royalite, as we know, as part of 
its development programme is issuing a lot of securities. 
Nothing to do with the Pipe Line vepartment. That is 

cne thing that nobody must want, and that is why I am 
Suggesting to the Commission that the recommendation should 
be thet a separate corporation be set up. Then there 
Should be a transfer of the assets, only the direct 
assets to the Royalite Pipe Line Company we will say. 
Then something will have to be arrived at as to what 

the Royalite Vil Company will charge the Royalite Pipe 
Line Company by way of an annual service chaige or a 


rentel charge to recoup it, to reimburse it for the 
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Pipe Line Company's use of the Royalite 0il Gompany's 
very extensive aay assets. And that would seem 
to be quite a feasible thing. The basis might involve 
Some intricate calculations as to whe t that fair annual 
rental charge should be. But coming back to what we 
were discussing last night, dealing with thet, because 
in the submission you make with respect to whether or 
not it would be a practical thing for the accountants 
now to ascertain for the Commission what would be the 
amount of the fair annual rentél or sevice charge, I 
have this to say about that; this Commission and its 
successor, the Public Utilities Bosrd, is not concerned 
with how the two companies or two departments - or the 
two gcmpanies under the new order of things, deal with 
each other in the way of a utility rental or charge. 
assentially what the Commission is doing is giving it 
so much dollars under a certain heading and they oan 
do what they like with that. They can spend it on 

tag Or HOtepemd 2b on that. “Lf you pursued, 1 

submit with respect, the suggestion from the Bench 
yesterday, then you might as well say "'.ell we want 

to know what they are going to pay Mr. McLeod" for 
instance.That is not our concern at all. It is 
concerned in this question, the Public Utilities Board 
Will only give them so much money to pay so much to Mir. 
McLeod, and if they for some other reason went to pay 
ur, MoLeod anything over that, that comes out of some 
‘place else. e must remember all this Commission can 

do is to say "ie are going to give you so much money, 
and you cannot heve any more than that." JI mean when 


I say giving ycu so much money, that is a colloquial 
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expression, we are giving you a rate. 

TH! CHAIRMAT: And =e could not get 

any more from the Pipe ine Departnent? 

Die? Act Chaba 8 Node 

TH. CHA IRMAT:: 7 | You do not cere how much 
ne Peers: from athe. <6. 

Mr. FRA MY: Yrom the North: Vest? No. 

I do know the pipe line rate only stends for so much of 
Vy. McLeod's salary. 

Mme COMMISSIONL& LIPSETT: Mr. Frawley, you have told 
us before but Perh2ps it might help us if you will tell 

uS again, how Mr. Morrison arrived at his figure for 
Padirect asets of 6207,002.007 

MR. FRA LY: That is using the percentage 
that was worked out to be the correct percentage in Mr. 
Morrison's metiod. mom 1988, 18.29067 or something. 

HRe COMIISSI ON 2? LIPS&TT: On something like a rental 
basis for the future, would that mean that if we include 
it that the Imperial or the Royalite Oil would in some 
way have to give this money to the Pipe Line or would it 
mean thet the rental would be reduced by a comparable 

sum with that »207,000.00% 

WR. FRAWLEY: Team not sure ‘that 1 

ion) GV EVOWs) Sirs 

PPeeCOlMsISslOirsR LIPSSTT: Apparently the Pipe Line 
Company has contributcd on ir. Morrison's basis, 


$207,000.00 towards those indirect assets? 


MR. FRAVLIY: No sir. 
tR. COMISSIONZR LIPGSTT: If you separated the 


companies those assets would be the property of the 


Royalite Company in the future would they not’? 
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Tie PRL LAY? ves. they would be. 
MR. COMMISSION#ZR LIPSSTt: £nen vould not tnis 


pipe line have to bce -compensated for handing those 
assets back to the Royalite Company? 

Dine HRs LY § With respect, your premise 
is wrong. The  3207,0U0.U0U is not the property, does 

not represent the money contributed by the Pipe Line 
Department. That is the figure worked out to represent 
the value to the Pipe Line Department of these indirect 
assets for the purpose of what? For the purpose of 
putting them in the rate base and for the purposes of 
amortizing, for the purpose of 4 rate of return and the 
whole thing. You come out with what? You come owt with 
two annual opereting expenses. [It struck me as rather 
Salbiyvy whent first heard it. 

Phe COMTISSIONZR LiPpsst?: As the Chairman was putting 
to you, that 4207,000.00 was the part presumably that was 
contributed in building up these indirect assets all 
through the year. 

Tin. FRALEY" No, sir. -L think the wos¢ 
that cen be said = and IJ would hats to even mention it - 
there is a figure of 3121,000.00 which is supposed to 
hav: represented the amount of money, of cash that the 
Pipe Line Department put into the whole capital 

structure of the Senne Company. But certainly lr. 
Morrison has never said, nor any more has mr. waw said, 
that his comparable figure of »284,000.00 2s being the 
percentage of interest, the percentage of ownership 

by the Pipe Line Department in the indirect assets 

for the purposes of amortization and getting a rate 
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Hk. COM:ISSION:R LiPosTt: “ere not these indirect 
assets built up by the various departments of the Royalite 
company‘ | 

Te FRA LOY : Lt could not be done any 
other way unless they injected oe money into it end 
there seems to be virtual agreement between us there 
Wesno-injection of outside money. : 
MR. COM ISSIONSR LIPOETT: If the 207,000.00 16 
charged in the rate, surely this Pipe Line Pepartment 
would have an interest in the %207,000.00, the capital 
in the indirect assets of the Royalite. 

Reo RAVES Ys 50 that they would have 
that much to sell when this partition takes place? 

THE CHAIRMAN: Yes. 

IR. FR’ Leys I know, that is the 
sugecstion.Frenkly, I do not see it that wey. TI 

say that was just a means tuo an end. Let me put it 
TRUS Wa Viera diners 

Me COM-:ISSIONSR LIPSsT?: If thet is not right 
would not the effect of this partition be to hand 

over @ gift of 207,000.00 to the Royalite Company 

by this new Pipe Line Company’ 

THS CHSI RUAN: | That is why I suggest 
to you is has @ bearing on severance. 

Me COMILGIOUIR LIPSESTT: Instead of the Royalite 
Oil Company recouping the Pipe Line Department for that 
money the public is asked to recoup them. 

Ie. PROELEY: I know, I quite agree. 
I have not frenkly, perhaps, thought out - I can see 
what the corporate thing will be. They will forma new 


company, wholly owned by the Royalite Company. 
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JedeFrewley. “Ota 
TH.i CHA IRMAT: Without a single hammer? 
MR. FRal Loy: Yes, at the moment. 


The assets will come ina minute. They create a Bard of 
Directors, ell of which is done in the routine way. 

The Royelite Oil Company Limited is going to be a 

public utility. Obviously they have to have assets. 

They cannot.go to the Board of Public Utilities without 
assets. 

MR. BOMMISSIONER LIPSETT: You mean the new Pipe 
Line Compa ny? 

Line Pita’ Lis Because frankly, under 
Pao Public Utisities Act 1t is:a system of public utility: 
so that the Royalite Pipe Line Company Limited - I hope 
my friend will finally take that name, we have been 

using it so much - it then must have some assets. 

THE CHAIRMAN: He stillhas hopes of 
being left alone. 

MR. FRAVLSY: We are told we are to 


hear from him. He is between the tevil and the deep blue 


Sea. 
MR. NOLAN: Wrich is the deep blue 
sea? 

Me. FPRAWLEY: You are not in any doubt 


about the other? 


MP. COM ISSIONZR LIPSETT: The amount of those assets 
that the Company set up in the pipe line system plus the 
18% on your basis, interest in the indirect assets. 

WRe TRL: It is always good to keep 
to the record, and if you do not mind I will read the 
discussion between Mr. Morrison and the Chairman which 


appears on this point. It is to be found in Volume 40 
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at Paz:e 4935. The Chairman interjected something 


and then I put the question. 


hes MR. FRAWLEY: | Mow I was dealing first 
With the build-up of the rate base. ‘shat have 
you got to say? 

4 i would like to explain and I do not vishb to 
repeat unduly, because I appreciate very much 
that cll of these matters have been discussed 
and I will cndeavour to be as vrief as possible - 
Dey ee would 11kKS To point out thet in a rate 
case we have a rate base for the purpose of 
determining whet amount of investment must be 
given back to the company over a period of time. 
Different expressions have been used as to what 
that means. These exoressions heve been amorti- 
zation or depreciation. For the purposes of 
this ease there is no difference as between the 
two expressions. They suggest that the company 
are entitled to receive back their investment 
Oversea “per1od of time. Quite an amount of con- 
fusion in this case has arisen because in that 
rate base thet both Messrs. Price, ‘aterhouse 
and ourselves have used a combination of assets, 
namely, direct assets and indirect assets. Wow, 
it might have been simpler to have only included 
in the rate base the direct assets of this pipe 
line division and to regard the other portion 
of the assets, namely. the utilitiec assets and 
service units, on the basis of a rental charge, 


or a charge for the use of those assets. The 
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W 


Oo 


result, in my opimion, would have been precisely 
the same as it is now, providing, of course, 
that basis of arriving at that charge was the 
same as either company have used. Now, with 
Pompe ct) tote, GUreciiassets. .s64% 

THE CHAIRMAN: You say on a rental basis 
you think the same result would be arrived at? 
Providing, sir, that the same method of arriving 
at that rental charge was used. | 

Quite so? 

That is correct. If thet had been done then we 
WOULGe. +e 

That is to say, that you and Mr. waw would each 
have come to approximately the same result if 
you had each proceeded-in your own way? 

That a8 -t7rues 


Yes. 


(Go to Page 6065.f 
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"Now if that had been done’ 
and this L think is interesting and helpful, 

"Ae Now, if that had been done, sir, I think prob- 
ably the confusion of endeavouring to ascer- 
tain what amount of money was invested in 
those indirect assets, namely, the utilities 
and service units from time to time, would 
have been avoided. Because these utilities 
assets were not purchased by the pipe line 
division or any other department of the Roy~ 
sehee Company. They were purchased by the 
company as a whole. Therefore, it is not 
possible to say what portion belongs to any 
One department in respect of the capital in- 
vestment in it. However, we had to arrive 
at a charge to the pipe line department for 
the use of those services and we took the 
method of including it in the rate-base and 

thereby getting what is the equivalent of the 


rental or a service charge." 


THE CHATRMAN: what page are you reading from 
last. 
MRe FRAWLEY : That is page 4947, and there is 


just a word or two more. 
"TJ would like to go back to the direct assets and 
point out, as has already been said in evidence--— 
THE CHATRAN: Let me see if I understand that. 
You say it is included in the rate~base? 
AsYes. — 
QeIn lieu of a rental charge." 


"In the operating expenses", you might put in parenthesis. 


re aac 


ee eee “is ar ; “oven ist 


Srey. 


ride “ ; oa ee ae at Wa ‘ i 
md SEY pm Efi Vidas Eee eed m4 ‘ ers 4) saad thats. 


t eS ¢ ee covets va at os Eye 
conn ES gl cane a A uebaainon, aff tte 
See GRR a Seal ae : si pula pees ts he is 
oe RR SET: Pie ¢ me SHela be FAvoMs, vate ates 
A a * sly ih eee. a“ x ha oe Hee 
a eee ee eae on ra 
5 Seas : gab rs ai) ial ‘ eres shea spoabA 
Phi eats Stare a a 
DL 2 OR RT ae ey ae aenne ay 
a Lae RS ' ahs ae | 
0 \ ive ’ eee sists, j * ata Ma 
Be RE ea ones aS LEE * =u on ® ‘aged. ovat a 
gt ee ous eae ~ 
een One ogee Sert Nal vas jit ay Satoh vom ane. atten” 
FSR wahoo.) SUR : % wear 


ie Ada Sppteit Prey. tela: ao th 9 5% i 16 Hel 3 xo "0 is rues 
~ 28 is i > 
ogy we eet: ab more teu “yaa “eee 


hs eae ae 


s be fou ie 


tee BS MS PeRORe etait ele tei 8 29 .yongmos 
sh Bian nN hegas ae 


2 an = 


Py Sa sey 
35 ge oh 


ie Atmos L8G hat OH sits i 08 Sine © 

i iy _ eae. Sage Key iby ide ae ak rg cache. peel 
twos: se H4k ew wien eet” abs: ae toemager” ~ q 
Bs ‘ by AY > nn . 

tine oh OL 3 “te ‘en anf. ‘opteis iskeie F 


eae abe ‘Soa e Ben i Rekee recat ‘to BH, eat” 


oot aaa 
ae +, eR virenten® at Hy ‘gat batbet bac 
Rae aes ss 


“ei ane: taps wictea ait? at Fann salsa ‘werent 


ys oH be 


ar, a8 eas 


reine 


‘* aghaie eotvesd 430° Latogr «3 


basses eS 


tet ae D ig ; 
saat aii iene oxy es : isa oct “ a 
eas oe i 

¢ seed? Soe ROR aigdy BE teat 

ig OO ee ae : rao § 


f oe ag a’ 


ae agheans mee a ¢ ? ded oe Roig Aue 


. 
td 


ences a 


por! 


tags een wh eee ‘ear en” 


ee. 


og ak ee 


a ye sf a On vie 


ed ot Sehabonti ne we: at | 
| es 


auce eee ah 


me 


Jd -Frawley 

C2 

2 -606 6- 
"A. That is true. 

Q. If the company were put on the basis of paying 
a rental for these so-called indirect assets 
then that would be an operating cost? 

A. Yes. 

@- How would that affect the rate? 

&- It would include, rather than by way of something 
that is ascertained by the rate-base, it would 
include an item under the heading or rental or 
service charge for utility units. But the ef 
fect on the cost would be precisely the same. 
The effect on the cost of producing a barrel of 
oil would be exactly the same." 

THE CHAIRMAN: «@l1l now it would appear that the 
accountants have had to shrink from the task of finding 
out,~for lack peeverial in the books,- of finding out 
what the precise investment of each department of that 
“company was in the capital assets of the company. 

MRe FRAWLEY; Put it that way, yes, they did 

not think there was any such thing as an investment by a 

department. 

Like NOLAN: If you go on, iir. Frawley, the 
very point you are discussing now was discussed at the 

bottan of page 4938. 

MR. FRAWLEY: All right, all right, I will read 
it further, "now take any rate you like", I do not know 
whether I resumed the guestioning or the Chairman. 
MR. NOLAN: . | It is the Chairman. 
"Q. Now, take any rate you like, 10% or anyt hing you 
like? 
A» Yes. 
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"@- Or rather 10 cents? 

Ae Yes. 

Q- 10 cents a barrel, we will say? 

A. Yes. 

Qe Or any other figure.» Then you put them on a 
rental basis. hat does it do to that 10 cents? 

Ae It would be included in that 10 cents. 

Qe if it were 10 cents on this basis it would be 
10 cents on a rental basis? 

Ae Thet is correct. 

Q@» It would not change that? 

A» It would not change that 10 cents. It might have 
been more plain' 

And this is what my friend calls my attention to--— 
THE CHAIRUAN: I think I could have been more 
plain also. 

"Ae It might have been more plain from the point of 
view of the Commission to have eliminated fra 
the rate~base as such these utility assets and 
put them on a straight rental basise But I must 
add there that we would have to go through 
practically the same motions to arrive at that 
rental basis. 

Q@e And before arriving at your rental basis you 
would have to take into account what each de- 
partment of this Royalite Company had cont rib- 
uted to the acquisition of those assets, I 
suppose? 

A. Well, that would not be the method. 

Q@- To determine what this rental should be? 


A. No, I suggest that is not possible to ascertain, 
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"because these assets are not built by any depart= 
ment or are not contributed to the acquisition of 
by any department. They are built by the manage 
ment of the company as being a necessary part of 
their whole system." 

TH CHATRiAD: That is the point, the witness 

says 1t is not possible to ascertain it. 

MR. FRAWLEY: Yes. 

"Q. Yes? 

A.» And then they allocate to the different depart-~ 
ments ar amount based upon the service that 
those utilities render to those departments." 

THs CHAT HUAN: It is a straight statement from 
the witness that it is impossible to ascertain the con- 


tribution of any particular department. 


MR. FRAWLEY: That is true. 
THE CHA IRMAN: And so you say "take it all away 


from the Pipe Line Department and give it to those that 
remain", and perhaps you are right. It may be indeed that 
considering past profits--- 

MR. FRAWLEY: On several grounds. 

THE CHATRMA N: Maybe you are right, it may be to 
do anything else would be to consider the past profits and 
you may say that past profits cannot be looked .t. I am 

not saying it is wrong. 

MR. FRAWLEY: It may be we go right back to that 
because you see the Royalite Oil Company, there is no such 
thing at the moment as the Pipe Line Company Limited, there- 
fore the Royalite Oil Sompany Limit ed owns all of these as- 


Seta. Now tomorrow we create out of thin air the Royalite 


Pipe Line Company, well certainly in law, there is nothing 
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jumps from the Royalite Oil Gompany to this new compamy 
automatically. It has to get it and frankly there will 


have to be a deed of s0me kind 


THE CHAIRMAN: It already has it. 
MR. FRAWLEY: | But no sit; if we deate dt. 
THE CHALRWMAN: In tems of the dissolution by 


the operation of law. 


MRe FRAWLEY: The dissolution. 
THS CHALIRNAN : fy Nae 1 ts 
MR. FRAWLSY: I do not suppose there can be a 


dissolution, there is not a partnership. 

THE CHAIRMAN: Quite so. I am not speaking 

in a technical sense now but supposing you have a cor- 
poration which by direction is dissolved. 

MRe FRAWLUY : YEBeo 

THE CHAIRMAN: Whether this ever happens or not, 
if beside the point, it is dissolved and two entities are 
pet up. I suppose there would be a division or a partition 


of the assets which were common before, would there not be. 


MRe FRAWLEY: That is right. 
THE CHALIRMA MN: You take the pipe line department, 


it i8 no longer Royalite as constituted. 


MR. FRAWLEY: No « 
THE CHAIRMAN: There are two entities. 
MR. FRAWLEY: No, because you put to me, arising 


out of some litigation would there not have to be a find- 
ing perhaps by the Court that there was an interest, the 


Court just decreed that there was an interest in department 


A and in department B of certain shares- 


THE CHAIRMAN: I do not suppose there will be any 
possible argument to the contrary that there iS an interest 


here, but the accountanta say "We do not know what it is and 
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there is no way to find out." 

MR. FRAWLEY: You say an interest, an interest 
in the pipe line department, 

THE CHAIRMAN: If we think of it; ana we are 
thinking of it, thinking of this company as composed of 
departments, we will say it has five component parts, 
dell I do not see, if there is a severance for which no 
one is to blame and no department is to blame under our 
present example, why dc you take ell the assets awa from 
the one and give them to the remaining one. 

hiRe FRAWLEY: Well of course do I take it away, 
do Ll take anything away, because what does the pipe line 
department own, it has not anything in law, of course, has 
it, we are agreed upon that of course. 

THE CHARiiA I: Vell it owns just as much a8 any 
Other department I suppose. 

MAJOR LIPSETT: It owns a share on your basis of 
18% and on Mr. Nolan's basis of 28% of the indirect as- 
Sethe 

THE CHAIRMAN: However I think we all understand 
the point, whether there be anything in it or not. 

MAJOR LIPSETT: Mr. Frawley, may I just suggest, 
so that Mr. hiorrison may hear it also, that one way of 
doing this would be, let these indirect assets all go over 
to the Royalite Oil Company, strike out this $207,000 or 
Mr. Nolan's correspond ing figure, from your capital 
structure altogether and on the other hand pay out of 
your operating expenses a reasonable rental to cover the 
cost plus a profit on providing tho#e> 

Mite FRAWLEY: Yese 

MAJOK LIPSETT: The only objection that you can 
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see to that, if it is an objection, that in that way this 
pipe line department is abéndoning the $207,000 that 
prebumably it contributed to. Wow that may not be a mat~ 
ter of anf inipor tance to the Pipe Line Department so foe 
the purposes of fixing the rate say, that one company owns 
100% of the other and if this %207,000 were struck out of 
the capital structure altogether, and then a rental fixed 
on the basis of allowing the Royalite Oil Company not only 
cost but a profit on the indirect services, that that might 
be. a way of working that out. 
MR. FRAWLEY: You see that is stating it another 
waye That is qite sound, it would be the same thing in 
cents per barrel. 
MAJOR LIPSEHTT: Well wovld it, that is what I was 
not sure of on the one hand if we allow a profit on the 
rental and on the othcr hand we would not be amortising 
‘this $207,000, the profit would take sare of that» 
MRe FRAWLEY: dell the rental. yes. Now may I 


read, before I pass to this qestion of rate~base--- 


WASJOR LIPSETT: Then--— 
MR. FRAWLEY: Tall Sorry s 
MAJOR LIPSETT: Mere Morrison might help me with 


this too, because I do not know, does that result in the 

fact then that the pipe line company abandoned that part 

of the indirect assets which it heiped to build up, those 
indirect assets, and loses that» 

THE CHA TRiiAn: If it is a separate entity. 

MR. FRAWLEY: If you want to put it that way I 
think it does, but if it does not affect the cost, which 


is what we have to keep in mind. 
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MAJOR LIPSETT: Well it would affect the cost in 
this way, supposing those indirect assets were a million 
dollars of which we have Gohtributea $200,000 practically. 
MRe FRAWLEY: Yese 

MAJOR LIPSETT: If we are having to pay interest on 
that $200,000 in the rental and the amortization of it, then 
this new department is abandoning its 18 or 28%, tt it 
helped to build up. 

MR. FRAWLEY: If it came over, if all of the 
indirect assets came over, if all the indirect assets came 
over to the new company and the new company owned all 
the indirect assets and charged all the other departments 

of the company for the use of them, would it not all work 
out to the same thing in the end. 

THE CHAIRMAN: what do you think of the pipe line 


department taking over all the assets. 


MRe FRAWLEY: That is what I said. 
THE CHAIRMAN: And the Royalite paying. 
MR. FRAWLEY: That is what I said, let the pipe 


line department own all of these indirect assets and 
charge the drilling of wells and all other departments, but 
I think so far as the rate is concerned in cents per bar~ 


rel my advisors tell me it will not make any difference at 


all. 

THE CHATRMAN: All right. 

MAJOR LIPSETT: There is something wrong with that 
purely. 

WR. FRAWLEY: Now there is just one more pas= 


Bage from Willson at page 122, at page lee he says: 
"A further refinement in the determination of the 


rate base, by considering the expenditures that 
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"actually have been made in the light of the opinion 
of the court in particulay cases as to whether the 
expenditures have been made for ill-conceived pure 
poses or otherwise wastefully made, has given rise 
to what is known as the prudeht investment dobtrine. 
This doctrine attempts to apply the original cost 
of the property of the utility used and useful in 
the public service so that the valuation allowed 
for rate-making purposes coincides with the sum 
that would reasonably have been expended by a com- 
"" petent and prudent person." 
That is just to call attention to the fact that even on the 
Price Waterhouse refinement of these historical costs there 
Still should be regard only to used and useful. 

Now I want to pass from that and 
deal a little more fully. but not at very great length, 
with a statement which br. Nolan made in answer to the 
Chairman, that the Hill method was not incomplete in any 
ways, that we can take bir. Hill all down the line. Now I 
take exception to that statement and would like to point 
out some things to the Commission. I say against that 
that first of all there is no finality with respect to the 
indirect assets. Now the Commission will probably recall 
that one morning we had, we got so confused with what hr. 
Hill meant, that the Commission had to adjourn and give us 
an opportunity of going through wr- Hill's evidence and 


finding out what he did mean. That is why I said at the 


beginning that it is almost impossible for the Commission 


to say to what extent ..r. Hill treated that (185,000 as 


working capital or as the value of the indirect assets. 


MR. NOLAN: Oh no, no-~ 
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MRe FRAWLLY: | liot working capital, I always 


get those two things confused ; the going“value and the 
value of the indireot basets and I think the best place 
I can refer to that, without going to iir. Hillts evie 
dence, is to refer in Volume 40, where at page 4919, 
where I reviewed that after the Commission returned, and 
I do not want to read all of that. 

THE CHAIRWAN: Volume what? 

Mine FRA JLIY: Volume 40, sir, at page 4919 ana 
I said there; 

“ure Chairman, we have at least satisfied ourselves 
as to what iir. Hill said and we have picked out all 
the passages in his evidence where he dealt with 
this troublesome question. In his report which 
has gone in and which will have to be first consid- 
ered, he deals on page fourteen with what he calls 
"value as a going concern", and I think perhaps I 
should read into the record these few paragraphs in 
toto. Page fourteen of his report which is Exhibit 
NOG. 

" The Pipe Line Division of the Royalite Oil 
Company, Ltd. is a going-concern which has been 
in successful operation for more than ten years, 
although it has been considered as a separate 
Division of the Company only since January l, 
1938. Tt is the principal gatherer and tran= 
sporter of crude oil and naphtha in the Tisner 
Valley fiela. Its property is well maintained 
and efficiently operated by experienced men all 


of whem have had many years of service with the 


Company. 
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ee 
y In the opinion of the Engineers the small 
amount of physical depreciation found to exist 
in the property does not measurably detract 
from its service value. 

The Division receives the benefit of the ut= 
ility services such as electric power ana LioKt. 
water, steam. sanitation and repeir shop facil-= 
ities provided by the parent Company at Turner 
Valley. -<dhile a proportion of the operating ex- 
penses of these utilities has been allocated to 
the Division, the Engineers have not attempted 
to allocate to the Division any of the parent 
Company's investment in these facilities. If 
thoy did not exist the Division would hsve to 
provide them and their cost necessarily would 
be included in any valuation of the Division. 

The investment of the parent Company in these 
utilities is substantial, approximating ¢%1,000,000. 

For all of these reasons the Division has, in 
the ingineers' opinion, a value as a going-concern 
which is in excess of the depreciated value of its 
physical assets plus working capital. This value 
as a going-concern. necessarily a matter of judg~ 
ment, is fixed by the Engineers at a minimum of 
$1,700,000 at December 31, 1988". 

Boer DT go. ons 
'" Now this is how he deals with it in his evidence, 
first at page 2512 in Volume 18." 
And i am reading now at page 4920, in Volume 40. 


" In a word. well now going back somewhat, yes, it 
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"begins at page 2511, sir, at the bottom of that page, 
it i5s a question, and aml wondering, probably by ir. 
Nolan, I am not certain, by ir. Nolan I think, yes. 

"@e Now, mr. Hill, in this report there is nothing 
contained in your appraisal as to the utilit« 
les? 

A- No sir. 

a- Now what do we mean by utilities? 

A. We mean the services of electric energy and 
water, furnishing of sanitation, as sewerage, 
septic tanks, and what not, the furnishing of 
warehouse space and storage and machine shop 
facilities. Those services are all provided 
to this Division by the parent, tht is the 
Royalite Company, from its existing facili~ 
ties at Turner Valley, which are not owned, 
and no part of it has been transferred to the 
books of the Pipe Line Division. 

Qe And Leceenein used with the others? 

A- The service of these utilities is furnished, 
is jointly used by all divisions of the Roy= 
alite 911 Company, but they are not owned by 
the Pipe Line Division and secondly my ap- 
praisal covered only properties that were 
pointed out to me as being owned by the Div- 
ision. I made no inclusion in my appraisal 
ier than as a normal going-value for the 
fact that the Company had the service of 
those utilities without making any of the in- 


vestments which those utilities entailed. 
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In other words, your appraisal does not refleat 
the capital cost of those utilities? 

It does not. | 

But.it does take them into consideration in the 
going-value of this pipe line operation? 

It does. 


Now if you are wrong about including it as part 


of the going-value, then am I right in suggesting 


to you that they would have to be put back as part 


of the capital cost? 


Ae 


There should be an allocation made, that is if 
this Commission or whatever regulatory body that 
fixed this rate base, does not see fit to allow 
any going-value for this Company on account of 
the fact that it does enjoy this service, then 
it would seem to me that it must necessarily 
make an allocation of the capital cost of those 
utilities, and apportion some part of it to the 
Pipe Line Division for inclusion in the rate 
base. 

Ctherwise the Division would have to build its 
own utilities? 

Yese 

Have you any opinion to offer as to what that 
would involve in capital expenditure? 

Yes, it would, if the Division built its own ut~ 
ilities in my opinion, they would have to spend 
seventy and eighty thousand dollars to 


between 


provide a minimum, to provide a minimum of facm~ 


4lities necessary» That would exclude any in- 
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" vestment in electric generating facilities on 
account of the fast that purchase-power is 
available now in Turner Valley but it would in- 
clude water, warehouse, sanitation and the other 
elements of service which I have just desorived. 

Qe Is that all that you want to say about that? 

As I think that is all." 

Then I vead on: 

"That is all, to page 251%. Then it is next dealt with 

On page, then he resumes it again at 2528 in Volume 19 

that is the crose-examination, 2528, in Volume 19, the 

nent volume, I am sorry, I have to go back one page, 

BOs, Sits 

@s MRo FRAWLLY: hire Hill. you made no allowance for 
any proportion of the utilities which you say 
Berved the Pipe Line Division, in your estimate 
that you made in May, and also in your estimate 
made in December? 

A,» That is so. 

Qe But you did make an allowance, you made én in- 
grease in your depreciated value, depreciated 
estimated cost of reproduction of 4.185,756.00 or 
roughly $186.000.00? 

Ae Is that the difference between that figure and 
the $1,700,000.00? 

Q- That is the difference between ©1,700,000.00 and 
$1,514 ,000? 

A. Yes, 
liRs COMMISSIONER LIPSETT: What page are you at? 


MRs FRAWLEY: If you look at page 1A 5. S12, Ot oe 


. 


= Nee oF 
2 — ree 
i oh 
= 5 
Bh o_o 
4 = 
a 
‘. —. 
on “na 
my eee me, 
= 
: 5 
“spr , 
, 4 ~*~ 
-_—_ G 
ey 1 
i 3 
Kea ee 
a) 
: = rs 
ae : =a 
Es = “> 
-4 i 
we 


en tat Pie 
be ‘4 - aS a 
, > rte e 
- (ya NX. 
Ne Sx: ae . 
‘ ¥ . 
‘ . Oe 
; aa ee 
. et 
oe std 
f i 
et : ; Z 
4 
covet 
‘ 
orn i : : 
am mes 
ae oe 
oe 
fe 
x 2 


“1 


t 


co 


— 
. 


' 
ec 


” 
7 
-. 
Pi 


ged Frawley 


15 


Ae 
Qe 


Ae 
Qe 


Qe 


-6079- 


report, you will find that the estimated cost of 
reproduction as of December Zlst, 19594 Ava ehe 
depreciated figure of 41,514,244.00. 

MRe COmmISSIONDR LIPSETT: 1928? 

MWKe FRAWLEY: 1938, Beas He has some discussion 
of that on page 15. He says that $1,700,000.00 
is the value as a going-concern. So that he puts 
in the going-concern value at $185,756.00 or 
roughly %186,000.00. 

That is not so. Going-concern value and working 
Capital. working capital is in that difference. 
Pero yOu are rieht. ~$186)000.00" 1s rights 

THit CHAIRMAN: How much? 

$186,000. 

hiRe FRAWLEY: Now 3 want to call your attention 
to what I think is of sone ren The utilities, 
I think it was agreed, I do not know how much, 
but I understand it is agreed or it is suggested 
that the total value of the utilities and ser- 
vice units of the Company are in round figures 

GL ,000,000.00? 

I think that is correct. 

And $186,000.00 would be 18.6% of the utilities. 
Do you agree that is a fair percentage? 

jell I dia not make that computation, but it hap- 
pens arithmetically that is so. I have attempted 


to make no allocation and I would not want to 


make a snap judgment. It happens it works out 


here that way- But that is not my calculation. 


From what you know of that business would you 


think that is a fair portion to be allocated to 
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" the utility proportioh? 

A. It is obvious I have not attempted to allocate 
any more, that I did not make any allocation 
whatever, 

Qe And that is all you would care to say about 
that? 

A. That is all I would care to say about that. 

Q- You increase the working capital between hay and 
December from 465,000.00 to $80,000.00. Did you 
tell my friend why you had dane that?" 

And I think that then goes on to something else, and 

then there is a further reference at page 2560, and 

that is the end of it, 2560, and again I would like to 
start at page 2559, and that is the cross-examinationx 

Of Mr. Hill by Dr. Boatright. 

"Q- But nevertheless, the going-concern value is hidden 
in the difference between the xo-called junk value 
and its present value for operating services with 
the plant , is it not? 

As I think the going-value is indicative of some of 
the cost of the component parts. I think if you 
were going to buy a business, for instance, you 
would expect to pay age for that business than 
you would pay for the building and the atock of 
goods on the shelves. 

@s Well, then, let us carry this out a little bit 
further. s&ccording to that line of reasoning this 
going-concern value changes from time to time. 
does it not? As a matter of fact, in May, I be- 


lieve, you gave a figure which amounted to 
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" $105 ,000,00 and then again in December you gave 
a figure of $186,000.00 as being the difference 
between your eStimated value of the property and 
assigning that to a going~concern value and not 
taking into acsount the utilities? 
Ae Nov taking into account the utilities. As a mate 
ter of fact, in December I did take into account 
Dre Upsliviess wy figure of $1,514 ,000.00 does 
not take the utilities into account but my figure 


of $1,700,000.00 does." 


THiS CHALTRiawAN: Now what page is that? 

MRe FRAWLEY: That is page 4925. 

MR «NOLAN ; Is that where you are going to stop? 
MRse FRAWLAY: No, but I am pretty nearly through. 


"Q.- In other words, your figure of §1.700,000.00 rep 
resents your idea of the physical value of that 
equipment in use at the present time, is that core 
rect? 

Ad» Nos It represents my idea of the valve of the Di- 
Vision set up aB it is a gcing-concern and enjoy= 
ing the use of those utilities." 

dnd then I go on, then he says, then he talks about ut- 

ility bookkeeping and so on, and that is really the end of 

this that we are discussing, and then I said “Now that 

4a all of it, and the Commission will have to make all 
they can out of it." 

"9. THE CHAIRMAN: what does ir. Morrison say about it?" 

And then A., I presume this is Mr. Morrison, 

"A. Well I merely want to bring tc your attention, sir, 

the possible discrepancy in valuation; at one point 


he nent ioned the figure of between 70 and 80 thou- 
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sand as being the value that would have to be, the money 
which would have to bé speht to put the utilities 

there. Now as he id déatine with replete 

values there is the possibility that the other 100 


thousand dollars may be & going-concern value. 


@¢ Re. NOLAN: Now just a moment, Mr. Morrison, 


Ae 
ae 


that 70 to 80 thousand is less the electric gens 
erating plant? 

Very true, which he says they are purchasing, he 
was gOing on the replacement value and therefore 
would not include anything which is not now being 
used and I merely want to bring that to the Com 
mission's attention, that they may not have in 
the evidence all of the material necessary to 
make the calculations of what the rate should be 
on Mir. Hill"s calculations. 

THis CHAIRMAN: You are still of that opinion? 
Yese 

MRe FRAWLEY: You mean the Commission might 
have to break it up into these? 

Juat as to the utility portion, 186,000. 

THE CHALRMAN: It resolves itself intc 186,000, 
what? 

Yell the total is 186,000 dollars and at some 
point it would appear that Mr- Hill thinks that 
4s the correct value which should be put on 
those utilities but he has made another comment 
as to what it would cost to serve the pipe line 
if they were to be entirely separated from the 
other divisions of the company and he has sug~ 


gested a figure of betwee 70 and 80 thousand, 
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excluding, as Mrs Nolah poihts out, the eledtrid 
power plant bedatise he says it will not be ree 
quired because they are purchasing power and he 

is using the revaluation basis and therefore he 
would naturally exclude what is not now required. 
nike FRAWLEY: As Il gather, what you say is, 

if the Commission desires to take as much of Mr. 
Hill's method as they can? 

Yese 

They should only definitely and with usefulness 
take his reproduction value of the direct assets? 
That is correct. 

And then they might have to depart from his method 
then, and take either yours or wre Maw's method of 


ascertaining the value of the indirect assets, and 


adding that? 


That is possible if the Commission saw any inconsis- 
tency in the evidence, that is all. You will notice 
in the last portion he says that does include the 
utilities. 

He says he did take into account the utilities? 

Yes, and if that is the last word, then that ib 

the value of the utilities to take into consider- 
ation; something which had been considered pre~ 
viously, the Commission will certainly have to con= 
sider that problem by that evidence. 

THH CHATRAN : Supposing we make up our minds 
abouts that, all. right? 

Then there is no difficulty whatever > 

From then on it is simply a aatter of the annual 


operating expense?" 


And so on. 
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TH: CHAIRMAN: | I was just boasting 
about the ease with which we could meke up our minds 
about that. 
Mo Hive (LEY: That was as long ago 
es the l&th of February. 
THE CHAIRMAN: Does not that look as 
though Hill intended to say that the right to enjoy is 
a component part of this company. you have the right 
to enjoy these assets and that is worth $186,000.00. 
Me WR LY § I think the going value 
means sone thing more than merely related to indirect 
assets. But direct assets too, connected with the 
imperial and the market and so on. 
[EiR. NOLAN: Allow me to read a question 
On Page 2560 of Volume 19. The question is put to Mr. 
Hills 
"Q And that figure of yl,700,000.00 ineludoes a 
so-ca lled going concern value, and your idea 
of the fair portion of the utilities which 
should be assigned to it, is that correct? 
A Mell it ineludes that 3;186,000.00, which, in 
my opinion, is a fair representation of the 
Company's going value, plus end inelusive 


of the use of the utility." 


TY! CHATRIBAM: The use of what? 
MRe NOLAN: The use of the utility. 
Pee. det) Lia et I sey the only point 


is, as I said in the opening, there is a confusion 


there. Ther: is not that clarity and certainty 


in Mr. Hill's evidence, which, in my respectful sub- 
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mission the Commission should have and will want to have 
before they make any use of th:t part of his evidence. 

That is the first thing I see against lir. Nolan's state- 
ment, that it is not incomplete in any way. There is 

no finality as to indirect assets. Secondly, another 

way of saying the same thing, that the Commission must 
assume that the value as a going concern is the difference 
ae the indirect, that is about »70,00U.00 or 80,000.00 
and $186,276.00. Now Mr. Nolan says that it is MW. Hill's 
Method or nothing. Then I say if the Board is persuaded, 
on the premise that the Board is persuaded on the question 
of functional depreciation, and assuming for the moment 
that the Board accepts my statement with regard to 
functional depreciation, what could the Board do with 

it? I hope, and earnestly hope, some method can be 

worked out by the Commission accountants to permit the 
Board, as I said a few noments ago, to take his per- 
eentage of revaluation and superimpose upon that any 
observed depreciation. Only for the reascns I have 
indicated and will not repeat, this idea of functional 
depreciation. Then in one last particular i say 

Vr. Hill's method is not complete, and thet is thet he 

has given no definite submission, he has made no definite 
submission to the Comaission with respect to the rate 

of return. I will deal with that in a few moments under 

&@ separete head. Now my friend cited the Niagara case 
as being authority for the proposition that there wes 
not anything in this theory of funational depreciation. 
Now, in the Intern: tional Railway Company v. Niagara 
Parks Commission (1937) 3 All Angland Reports at Page 


181 - and just in passing I may say thet this case is 
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only reported in the All dngland Reports and in the 


Solicitors’ Journal. It is not in the other two reports. 


TH CHAIRMAN: I have the 411 Snglend. 
MR. FRALEY: Now my submission with 


respect to this case is that it, as most cases are, is 
only of value with respect to whet it desides - and all 
it decided was that on the construction of the agreement 
and the statute in question there, that it wss quite 
proper thet the Board of arbitrators should have taken 
the reproduction cost less depreciation and they were 
wrong in taking the salvage value. Now Knowing that 
the Commission is going to read this case I do not want 


to read it too completely. 


THE CHAIRMAN: Is that the Judicial 
Comaittee? 

UR PRA Wa Y: Yes, the judgment of 
Lord Macmillan. There were also Viscount Sankey, and 


Lord Blanesburgh. 

TH CHAIRMAN: Ve will undoubtedly have 
occasion to read that. 

MR. COMMISSIONER L1IPSSTT: “as the question between 
reconstruction and scrap value? 

MR. FRAWLEY: That is the exact point, 
and that is the part of it I want to read to yous The 
Board of Arbitrators were very much impressed with 


the fact this Company had been a complete and a total 


financial failure. It had been built under special 

Act of the Ontario Legislature on the banks of the Niagara 
River in 7892, and it had been consistently a failure, 

@nd in later yeazs when the motor transport grew it 


suffered loss after loss. These Losses ranged from $25,980.42 
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in 1921 to 911¢,503.72 in 1931, which was the last full 
year of operation, and for the last 8 months the loss 
was 578,350.34. The Arbitrators were impressed with 
the fact that it only had a scrap value because it had 
totally ceased earning any profits. Lord Macmillan 
Says at Page 185: 

LM For the present, their Lordships disregard 
the minor questions reised and proceed to deal 
with the important matter of the proper method 
of computing the compensation payable to the 
Company. It appears from the reasons annexed 
by the majority Arbitrators to their award 
that the contest vetween the parties was a 


contest between two rival principles." 


He then quotes from the judgment of the Bogrd of arbitra- 

tors: 
iW The railway company directed practically 
all its evidence to the compensation proper to 
be fixed on the basis of reconstruction less 
depreciation. The parks cumaiission, while 
also submitting evidence as to compensation 
on that basis, contended from the outset that 
compensation on the basis of the cost of 
reconstruction less depreciation was wholly 
inepplicable to the present case because the 
railway when turned over had no value as such 
to either the railvey sompany or the parks 
commission, its sole value, according to this 
contention. being the value that could be 


realized from the disposal of its component 
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Tpartse 
Having concluded that the proper basis of 
fixing the compensation is not by ascertaining 
the reconstruction cost of the retlway in-1932 
as a whole, less depreciation, we think it is 
&@ question of law as to whsther or not this 
conclusion is right, and we have thought it 
advisable, in order to prevent unnecessary 
expense to the parties, to fix the amount of 
the reconstruction cost and the depreciated 
value, should it later be detexmined that 


the basis should have been adopted." 


Then Lord iwacmillan goes oni:- 


: Basing their award on the value that could 
be realised from the disposal of the component 
parts of the railway es at Auge 31, 193c, or, 
in other words, on "serep value" as at that date, 
the majority arbitrators fixed the compensation 
at- $179,104. 

In case this should be held to be the wrong 
basis, they also set out what they found to be 
the value on the basis of cost rf reconstruction, 
less depreciation, as at Sept. 1, 1932, which 
they fixed at $967,592. There is thus a wide 
difference between the figure awarded on the 
scrap basis and the figure brought out on the 


basis of reconstruction cost, less depreciation. 


Their Lordships have not overlooked the fact 


that. with regard to a few items comprised in 


their award. the majority arbitrators have departed 
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Then he 


to say: 


W 


from the scrap basis, and have allowed either 
reconstruction cost, less depreciation, or 

What they otherwise thought to be the full valne 
thereof, but the broad question of law argued 

at their Lcvdships' bar was whether, on a sound 
construction of the agreement and statute, the 
majority arbitrators were entitled to fix, on 
the basis of the scrap or residual value of the 
component parts of the railway, the compensation 
to be paid op the transference of the property 
in the railway to the parks commissioners on 
BODte tia tvoce It not, te only alternative, 

as recognised by all three arbitrators, and by 
counsel for the parties, is to assess the com- 
pensation on the basis of reconstruction cost, 


less depreciation." 


goes on t> recite the facts. Then he goes on 


Put briefly,.the main ground on which the 
majority arbitrators discard the principle of 
assessing compensation on the basis of recone 
struction cost. less depreciaticn, and adopt 
the principle of breaking up the undertaking 
into its component parts and valuing them 
separetely, is to be found in vheir interpre- 
tation of the agreement as not excluding 
consideration of profits and losses, and as 
justifying them in fixing compensation on 


the principle applicable to the case of a 
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"landlord taking over his tenant's buildings 

at the expiry of a lease, namely, on the 

basis of the value to the taker. As the rail- 
way had not been earning, and could not in the 
future earn, profits, they consequently held 
that it possessed for the parks commission 


only a break-up value.” 


Then he goes on to say why, and he interprets the agreement 
and he interprets it quite differently from the manner in 
which the arbitrators and the Ontario Court of Appeal 
interpreted it, and he came to the conclusion on the 
agreement as I have given it to you. 

I want to say a few words briefly in passing on 
the two labour ratio bases. I want to say briefly my 
friend Mr. Nolan insists upcn falling into the same 
error that, with respect, the two witnesses Mr.Tuylor 
and Mr. iaw, fell intc when they insisted and he insisted 
upon cherging Mr. Morrison with unsound accounting 
practice, that he is finding against sound accounting 
practice when he charges - may I again refer to lir. McLeod's 
Salary - when he charges “r. McLeod's salary or any 
part of it to every department, and they say Mr. Morrison 
is not sound. Before I deal any further with that I 
want just to refer in passing only to what Mr. Burns 
said at Volume 33, at Page 4026 and 4027: 

"Q You see I just want to get the basis you used, 

wr. Burns. 

4 I have given it to you, that it is my opinion. 

Yes, your opinion, but you used a certain method, 

did you? 


4 No. 
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‘ell then if you did not use, you mean you did 
not use any method at all? 

No method at all. 

Mell how did you make it 75 to Royelite instead 
of 50? 

well I have been into that, it seems thet about 
10 years ago we did use, when we had many companies 
operating ang we had drilling departments in 

all of those companies, we at that time used the 
labour ratio basis and certain percenteges were 
then struck on @ labour ratio basis as to the 
Splitting of administrative expenses. Now this 
is merely an outcrop. As the operations have 
advanced in one company and diminished in enother 
we have stuck to these same basic percentages 
all through those years but have augmented them 
with our own,opinion as to the percentage to 

the pees tice of those companies. There is 

no basis in fact for the split. They are 

purely arbitrary. 

TH. CHB IRMAN: Mr. Burns, during the 
time when you used the labour ratio basis, what 
labour ratio basis did you use? 

The total number of men employed by the various 
companiéese. 

Regardless of th ther they vere employed in 


Operétion or cepitel?" 


Then I want to deal with wh t Mr. Nolan then went 


on to, with a more or less serious effort to..... 


THS CH&IRMAN: 


Apparently Mr. Burns did 
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not even make the qualification Which ba. Norrison does 


in reducing the high salaried men. 


MRe @Ra LEY: Ne, he didnot. 
mee NOLARS This was between companies. 
Lite FRAWLEY: It is just the method Mr. 


Burns used. I have not said whet point I make of that, 
but it is obvious. It is to support, if you like, Mr. 
Morrison. This is not something that Mr. Morrison is not 
using for the first time, and therefore, perhaps it is 
subject to the criticism that it is new, and untried 
and unsound. ite find the Royalite Company using it itself. 
lire Nolan then goes on to state that li. Morrison's 
method was indescd wrong because he had not carried his 
method to its proper accounting conclusion. Of course, 
that brings to mind there is @xhibit "119" which Mr. 
Taylor put in, and I am only going to refer to Mr.Taylor's 
evidence at Volume 25, Page 3157. It runs through a few 
pages, not very many 
TH CHALTRIAN: Can you give us the gist 
Uf it to save reading? 
MR. FRALEY: Tt is ‘simply, ait) ft want 
to refer to, Sir, is what the Chairman himself seys on 
Page 3160, when Mr. Morrison, I think, is cross-examining 


Mr. Teylor and he says at Page 3160: 


"Q Yes, in other words, in order to do as you have 
suggested in carrying through the method £ have 
adopted - and I have not adopted the basis you 
suggest I adopt - I did not have it in mind when 


I commenced that operation. But even suggesting 


we put it on your basis, would result in the 
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q final analysis be any different materially? 

A I would be unable to say without applying 
your basis back to 1926 and working it forward. 
THis CHAIRILAN: Has not that been 
checkec up by any one? It hes not been 
checked? ‘ie have been at great pains, at least 
Mr. Maw has, and you to some extent, to point 
out that Mr. morrison has not gone to the 
proper accounting conclusion, but stopped short. 
Have you made this observation without having 
checked back to see whether it makes any 
diorerencor 

A The feature that Mr. Morrison is bringing out 


now did not occur to me." 


The same matter was dealt with and final’y dealt 
with - until Mr. Wolan discussed it - in Volume 30. 
MR. NOLAI: Are you using this to 
prove that ir. Morrison is right or Mr. Taylor is wrong? 
Pavers Islay * I am using it to prove 
that Mr. Taylor's attempt in proving Mr. Morrison was 
wrong feiled rather miserably. 


MR. NOLAT: Perhaps I did not fail 
in my argument, and I thought that was the point I was 


discussing. 

MR. FRAVULEY: If you have a better 
argument than can be taken from the eVidence..-e.re 
THE CHAIRIGI: Page 5777? 

MR. FRAVLSY: Volume 30, Pages 5775, 
6776, and 3777. I only want to refer to something 


on Page 3777. This is Mr. Maw being examined. 
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“oO So this Exhibit "119" is quite incorrect insofar 
as that statement is concerned? 
Yes. 

Q The totel charges is not $18,948, to replace the 
figure which I have of ,42,922.76? 

That is correct, Ir. Morrison. 

Q Vell just in order that we might be quite clear, 
do you still wish the Commission to take cognizance 
of Exhibit "119" as having any value insofar as 
that is concerned? 

A Mow ietnink they should not. 

Mise FRA: LOY: That is all, thank you, 
Mr. aw." 
THE CHAIRiAT: What volume was Page 3157 
in, if you please? 
Mie) PRL: Volume 25, Sir. 
Now then, going to the question of amortization. 
The first submission which I make is that the Board should 
use Dr. Boatright's 19 years arrived at in the fashion in 


which he arrived at it. Mr. Nolan suggests to the Commis- 


Sion that they have two alternatives, one Mr. Hill's of 


10 years and Mr. Taylor's of 10 years. Now Mr. Hill deals 


with that at the bottom of Pege 20 of his Deeambe r report, 


and 


he says:- 
ih The engineers express no opinion as to the 
probable life of the Turner Valley oil field. This 
field has been a substantial producer of crude oil 


only for the last two yearse Its development 


is probably only partially completed and it may 
become a field of major importance. The life of 


this field depends on many factors unknown end 
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"unpredictable at this time, such as its extent 
and productivity, the annual demand upon anes 
methods of production and the cost of recovering 
the oil as Reese with costs of other crudes 


which may become competitive." 


I take it from that, and it is not an unfair deduction 
to make, it was because Mr. Hill was of the opinion that 
these things could not be ascertained that he felt he 
had to take this round figure of 10 years, the business 
man's estimate. Now I say that it is also not unfair 
to say as against that, ee if the Commission could be 
reasonably satisfied as to these things which Mr. Hill 
says cannot be known and predictable, then the necessity 
for teking Mr. Hill's figure of 10 years disappears. 

Ane I say - it has been dealt with so often and I will 
be very brief about it - I say from the evidence submitted 
to this Commission they may make a reasonable finding as 
to the extent of the productivity of Turher Valley; they 
may make a reasonable estimate of the annual demand 

upon it, and they may find the methods of production 

and the cost of recovering the oil as compared with 
costs of other erudes which may become competitive. 

Now that being so, in my submission, it takes away sone 
of the force from lim. Hill's 10 years that he referred 
toe Then lir. Taylor, I say, is equally unsound in the 
premise which he put to his conclusion that there could 
not be any amortization period taken wiich had relation 


to the life of the field. He deals with that at Page 3 


of his Bxhibit "LOO" and he says this:- 
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a In addition to a fair annual income return 

on his ompital while employed commensurate with 

the risk involved, the investor is entitled to 

expect also the return of his capital intact 

within a reasonable time, and, in the case of a 

wasting asset such as oil, the carnings of cach 

year should be charged with an appropriate amount 
te provide for this return of capital; the fate 

of the pipe line is, of course, inseparably bound 

up with that of the field which it serves, and 

therefore, the same principle applies. 
If it were possible to forecast: 

(a) The total number of barrels of oil which will 
be transported in the future over the Company's 
pape, Lines; 

(bo) The additional cepital expenditures which will 
recuire to be made to handle this throughput; 

(c) The Aneeee of years over which the operation 


will be spread 


then it would be possible to arrive at an accurats annual 
charge for amortization over the whole period of the 
operation. As no one of these three factors is cepable 
of being definitely ascerteined it becomes necessary to 
assume a period of time over which to spread the provision 


for amortization of the capital expenditures." 


I put it again to the Commission that these things 
which Mr. Taylor tuinks are so unpredictable have been 
the subject of considerable evidence to this Commission 


and that the Commission will have no real difficulty, 
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applying its best judgment, in making estimates, as it 
Had been invited to do and will have to do through the 
whole of its report and recommendation. I say that these 
things whieh ii.Taylor says it is not possible to forecast 
are able to be forecasted within reason. And I take it 
again too, he says so very plainly, he said ifwe could 
do these things it would be possible to arrive at an 
accurate annual cherge for amortization. So I say we 

have led cvidence, and my friend has too ~- there has 

been evidence led to this Commission which will enable 

it to arrive at a proper amortization period, taking into 
account again, I say, the life of the field, qualified 

in the fashion in which it hes been qualified, and that 
the annual through put and these other nati ee have 
to do with future operations can also be estimated. It 
does bring me back to my submission in opening that 
perhaps we cannot project ourselves too far into the 
Pyvure and .so I have limited my suvmission, or I say in 
my submission I have limited the rate which the Board 
Wall fix-at a period for 1939, or at least as of now, 
without endeavouring to take into account what it may 

be in 1941, either the through put or the capital 
expenditures, in 1942 or 1945 or 1946, and simply that 

the Commissinn should say, having in mind it is the Most 
recent and the best experience, namely 1638, and duplicate 
that as of now. So as I say the Commission 1 think, 

with reason can say, after all the evicenee that has 

been presented, those conditions will duplicate themselves 
and fix a rate on that basis. 


Now it was said that there was to be a lack of 


uniformity in through put, that there is to be more now 
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and less in later years, and that a higher rate was 
justified. I do went to call the Commission's attention 
to what I think is a very interesting little case, not 
far from home, a judgment of the Board of Railroad 
Commissioners of Montana. Its citation is Board of Rail- 
road Commissioners of Montana v. Mutual Oil Company et al, 
cited in (1923 C) Public Utility Reports at Paxe 640. 
THS CHATAMAN: Is that yours? 

Pte) Lh Le Ys Yes, and I will leave 
tieeaent Ow With the reportor, Sir. 

THE CHAIRIAN: Yes. 

tie, FRO ALY: It was an Inquiry by the 
Board of Railroad Commissioners into the reasonableness 
of rates for gathering, transporting and loading crude 
petroleum at rail terminal by pipe line carriers, and 
the rates were reduced. The Chairman dissented but he 
only dissented because he could not concur in the rate 
established by his colleagues. He felt it was too high. 
The majority of the Board reduced it to 15 cents from 

20 cents and the Chairman wrete a separate judgment dis- 
senting and reducing it from 20 cents to 10 cents. 

This case is rather interesting because it deals with 
two or three matters that have been concerning us in 
this Commission. 

Tifis CHA IRMA: Before you enter on 


an examination of that case I think we will have a short 


recesse 
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This case of the iiutual Oil Company, the majority 
judgment says: 

"Since February 1, 4922, the rate for the trans- 
portation of crude petroleum from the Cat Creek 
Field in Fergus county, Montana, to Winnett, the 

rail terminus serving such field has been 20 cents 

per barrel, in accord with this Board's order in 

Re Cat 'Oreek Sipe Line Rates, 15 M. U..R. 11." 
That would be the Montana Utility Reports. I notice 


that citation, you people have not got the Montana 


Reports? 

MR. CHAMBERS: No, Lf think you geh itjout of 
the Digest. 

MR. FRAVL.Y: i mention that because it 


dses not indicate where the original rate was made, but 

I would be glad to get that for the Cmmission, 

peceuise Et should be possible to. obtain it. from the 

ijontana Board. 
"Following that determination, the Board made 
eareful check from time to time of the results of 
the rate then promulgated and in accord with 
evidence developed as a result of these inquiries, 
directed the operating carrier in the Cat Creek 
Field to show cause why the rate should not be 
reduced. Informal action elicited no response from 
the carrier by way of voluntary reduction, and 
accordingly, the matter went to formal hearing at 
Billings, Montana, on the date aboe noted. 

The overwhelming evidence as to earings under 

the 20-cent rate makes it unnecessary to set out at 


length the results of orerations under that rate. 
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Indeed, it is conceded by the carrier itself that 
rates have yielded ‘most Satisfactory returns! 

nnd no other declarati n is nossible in view of the 
fact that the entrepreneurs' investment has been 
amortized, and in addition, a reasonable return 
Drocuced arter fully paying all operating exoenses, 
taxee. Sea depreciation. “In the face of these 
facts and its own admission, the carrier urges as 
justification for maintaining the rate at its 
present level and as defense against any suggestion 
Of reduction that the day is near at hand in the 

Cat Creek Field when by reason of a failing oil 
supply, it will be impossible vo operate its vipe 
yo eny oie Ine at a prorit, or, Imdced, “te 
pay legitimate operating expenses and that in 
consequence the present rate should be allowed to 
remain in force for the purpose of accumulating a 
reserve against such time. Conceivably the argument 
might have force under appronriate circumstances, 
but in this instance we think there are considerations 
which demand its rejection and as a consequence & 
reduction in the rates. These considerations are 
(a! That the evidence submitted to show the 
failing »roduction of petroleum does not convince 
that the field has seen its best days, .articularly 
in the light of prior declarations by resresentatives 
of the same carrier, that production will be 
economically profitable twenty years from now. 

Of course, all these declarations are prophecies and 


are to be accepted with caution, but what proof 
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there is by way of experience had up to this time, 
tends to prove that the field has a relatively long 
period of steady production ahead of it, rather than 
the contrary. (b) wWe feel more secure in our 
conclusion that the present rate is unreasonably 
high because of the fact that the capital risk in 
connection with the installation of the line has 
been fully compensated and there is no longer danger 
of pipe line machinery and equipment becoming scrap 
before the entrepreneurs can be rewarded for their 
enterprise. Rates might be charged with the duty 
of accumulating a reserve against less fortunate 
days iit ‘a great investment were in danger of being 
Com wscated because of the diminution of the crude 
petroleum SsuToly, but where rates in efféct have 
already discharged that obligation, there is no 
justification for their continuance. i.oreover in 
this instance rates have, by the force of circun- 
stance provided something toward the very reserve 
respondents urge as proper. (c) Another factor 
persuading to reduction is that the identity of 
shippers does not necessarily remain the same anu 
those shippers who are present in the days of flush 
or steady production should not, because of that 
circumstance alone, be required to bear the burden uf 
shippers who will follow in the days of scanty 
production. In other words the shipper is entitled 
to a reasonable rate at the time he offers crude 
-etroleum for carriage, and this ipresnective Of 


whether shinners before him have yaid reasonable 
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rates or whether shippers after him will pay such 
rates, particularly where as here, all rates up to 
this time are conceded to have been reasonable. 
(d) whether or not in the days of failing supply, 
rates can be »romulgated which will admit of the 
economical -roduction of setroleum and at the same 
time defray the carriers’ out-of-pocket costs 
remains to be dealt with when that time is in 
reasonable prospect or at hand; in any event we 
Sualivnoy cross the bridge until we come to it." 
THs CHAT RMAN: How does that stack up with 
your proposition Of on advice they can go to the Board 
and get it raised, thereby putting the burden on the 
shipper of that day? 
WR. FRAWLEY : Well, you see what he says is, 
that that will have to be dealt with when it comes up. 
He is iust avoiding it, I take it, he does not say "Aye” 
or "Nayr to that, I take it. 
MAJQR LIPSiTPr: Is that where the wevious 
rate had been fixed by this Board and capital amortized 


OMbeOtutie Late so Ti xed? 

THs CHALRMAN: Yes, 

PR. #@RAWLEY: Uh, yes, that 1s rigni aug 
I am not departing from the submission wh'ch I made 
originally but I just call it to the attention of the 
Commission more because it seems to have some interesting 


elements of the kind of thing we have been discuss ing 


here. 


THE CHAIRMAN : Yes. 
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MR. FRAWLEY: Ow, then, I pass to the 
Question of the rate, and my friend's rate Ont eturn, 
Sir. 

My friend's: basic proposition, 
it would seem, at least it was his orimary proposition, 
when he began to discuss that, is that there is no 
similarity between a nineline and a gas comnany. A gas 
company that has an assured market, a stable source of 
Supply, a stable revenue, and an operation under the 
Publ co Uti ligies, Board. Now, starting with No. 4. 

We can give my friend that firstly, so there is no point 


to be made out of that, but 1,:°2, and 3, perhaps,are to 


be considered. He says that the Gas Company has an 


assured market. 

THE CHAIRMAN: what was No. 4 again? 

MR. FRAWLEY: An operation under the -ublic 

Utilities Board. He says that is what the Gas Company 

has, and he has not, as it were, and he says the Gas 

Company has an assured market and he has not. fhe 

Gas Company has a stable source of supply and he has not 

and the Gas Company has a stable revenue and he has not. 
Nell, 1 say, Mr. Chairman, 

that my friend is begging the question because this 

Board, will have, this Commission will have, in coming 

to a conclusion with respect to the potential life of 

this field, qualifiec in the manner, in the Montana 

manner which has been indicated, that they will have 

dealt with item No. 2, the stable source of supply, 

and that it will have been for the purposes of this rate, 


it may be my friend has only used this argument as 
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challenging the sufficiency of a low rate of return, 
Presumably my Submission being low in his opinion, that 
the Commission, having arrived at the potential life of 
Poet at Ole ei. say that that Will, for the purposes of 
this Commission's further deliberations and for the 
purposes of the rate, there will be a premise that there 
is a stable source of supply. 

Now, an assured market. We 
have talked a lot about this company being separate. 
Are we toregard it as separate or are we not? We must, 
in my submission, have regard to the facts to this 
extent that the Royalite Oil Ria giag is just the »sur- 
chasing department and the vineline denartment of the 
imperial Oil Limited. Now, ,of that there can be no 
question. They have told us over and over again of the 
advantages that the Imperial 011 Company has, and why not, 
I mean that the pipeline runs right into the stills, 
practically,of the Imperial Oil, certainly runs right 
into the yard, and who is to say that there is anything 
wrong about that, but it indicates that which is a fact, 
that this is a fully integrated oil company, the 
production, transportation, refining, marketing, that 
is a fully integrated oil company and the, Imperial Oil 
Company is an excellent example of that; so I say 
that you cannot just disregard the fact that this is 
an integrated cempany and that there will be a stable 
market, and as one witness said "The Royalite Oil Company 


will be the last to give up drilling in the Turner Valley 


eee Ne 


Carp 
n 


atte: abe wet ate 
fede erage @- Hg ar wer gated | 
watt Laveaetod « eft ## soils eae Sexe 

ee oe sal E ghia 
wy eT Bele Be Boned t La8 - My a ne 


$e 


womat Galt ender « 


\ 
\ 


cM ein: 


nz bp yet es prim an te 
gee eS Fe Bh 


4 (ae BL aQy cle ome boi 
Sage: aah A ae 


ag * as] Cie ae hs 
prt fe Hern elect 
Te dad re Set te a * 


- Jb. Prey Aa » 
waa 5 =| ers jaan ge: “ oa, om 
Thais. Ok NM whi c; AD: 


Car ot. ae eee 
. ‘ 7; “4 : , 
. ay, “alte 
; a hh RL. ip as 


pee fae ban” cet: Cee cy | tevin, ert vin 


: , oa * Nie Seah 


Posh i) ag 
pata oh eta He x, ein ‘ontiogt ene 
| | F 


gait 


CUaybir coueg Wielans ba an, kalivegat” ao oat 


a sf) 
er 
‘Si 


oni wtbad- af @eagey snide’ ator at! ont Day 


Qekisot sot Tae i a ed ae il fit! 7 


feist sone Hogan ‘euater se has nonin 
ary af Es 


Lis Letyipgied ant: “tne eon Ep phesetaa 


esas oe ty betty 


‘sy Lhe ee aeT: | 
ets Pay Piller. 9S new mses 296 0 alk? 


7 


pe ie ten? sce oes neiLiies gitar ig: sch Bolan { it. *g, 


p 
soni 
* 
#3 
e. 
Q 
4 


} 7 ; : 
F - y : * 
i i) ‘ 
: 7 as } + ri, | ae 
Ne Oe ae Pe ae neg en 
5 ‘ Fal at ‘ig Sar 
Viet! Fj so ; 4 3 
ty WA ety : new a 
- : ee ah. as 
> 2 a i a 


, ' f 
a oT as P } 4 cyt v 
: Pv oi he eee"" ee, 
is ~—-, g*. ii. I igs SS. 


J J. Frawley. | 
~6105- 

field in favour of some other field because of the 
interesting factors of the interlocking arrangements 
between production and transportation and refining. 

We know that the Tuperial Oj1 Company produces a lot of 
oil and we know when its own oil goes through its pipe- 
line into its own refinery and is marketed in its om 
marketing division, that that is a situation which brings 
added profits all along the line, I mean to say they are 
not buying the oil which they produce themselves, they 
are not paying a rate really, they are paying the 
Royalite but they are enjoying the profits which came 
from that pipeline rate, and all I am saying is, just 
giving an example of what hapoens in the case of a fully 
integrated oil company, so my submission is that one must, 
having regard to the fact that it is integrated with 

the. refining Si marketing and refining sperations, 

that there is an assurance there of a market, which is 
just as real as the assurance of the market of the Gas 
Company. 

There is a stable revenue 
because that goes along with the operation under the 
tublic Utilities Board. The rate has in mind, and iis 
premised upon, a throughput of so many barrels, and 
then if that should be an error as to being too high or 
too low, then, as I say, and as I have said before, 
the remedy is in this regulating body, which has assumed 


control over it. 
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Now iir. Nolan rode upon lire 
Hill's basis as to the rate of return. Mr. Nolan says 
that at page, Volume 46, at page 5796, I do not really 
know, I do not just quite see what he says, oh yes,he 
preferred, yes, he prefers Kir. Hill, that was the point 
at the bottom of page 5796. He was very aro eoee about 
that, he said that Mr. iworrison, with every regard that 
Mire Nolan has for iur. wiorrison, he was not to be compared 
With tire Hill, that tir. Hill was a man who haa experience 
in these matters. Now incidentally, incidentally that is 
not on that page but that is what you said at some other 
page. Now tire Nolan said at this page: 

"fhet I was going to mention to you now, sir, is in 
niay 1938 Mir. Hill made a report and he says at page 
£20905 of Volume 19 that iniay he said a return of 
e220 was fair for the services rendered and when 
he returned and gave us a report dated December 3lst, 
1968, being Exhibit "90", he said that in his op- 
inion 13.3% return was fairs And learned Counsel 
to the Commission spent some time asking iir. Hill 
how both could be fair, and why it was put dif- 
ferently in one instance than the other. But 
after all is there very great difficulty about it? 

He says 28.2% is fair and he says 13.2% is fair and 
eertainiy if 22.2% ia, 13 «Bf ought to be, and I 
think his opinion may be summed up in saying that 
a return of 22.2% is fair". 

Well I have been pretty tired during this argument and I 
think iir. Nolan was a little tired when he said that but 
more seriously than tht, if ir. Nolan is relying on ir. 
Hill, then I am going to say to you that Lr. Hill has 


gone on record as advocating four different rates of return, 
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and the Commission can say what they feel they should say. 
Mre Hill certainly submits 13.8. I do not want to read 
that paragraph again, I read it already, perhaps too often, 
he Submitted 12.3 was a fair rate of return and that was 
his last word in hiay 1938, in May 1938, and if the matter 
had gone before,-let me start the other way, he said 22.2 
in viay, he said 22.2 in May and that was when the matter 
was gOing to Judge Carpenter before and that was the last 
word, that was his considered final complete report and 

we would not have had any other rate from Mr. Hill I pre« 
sume if the matter had been disposed of then and then in 
December he says 13.3, and then at page, that is the second 
per cent that he recommended and then the third one is 

33 1/%, at page 2553. At page 2553 Mr. Hill said, that was, 
you will remember, when he was dealing with what you call 
the "pay-out". 

"Q. What I am. putting to you is, supposing the Commirnsion 
accepts your figure of §1,700,000.00, or some other 
figure? 

A- Some other figure. 

Q- When we have found that, should we fix a rate which 
will give a return of 22.2% or 13.3% or any inter- 
vening figure, in your opinion? 

A. Why, I would say that, I am not going to suggest to 
you the rate which you fix, you know the rate which 
I have in my mind and I say a three year pay-out is 
customary in this business, that would mean a come 
bined return and amortization of 33+1/3%, that is 

the business. Now, I know that no 


customary in 


regulatory body would ever fix such a figure, but, 
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"on the other hand, I say that the returns, the 
ordinary rates of return used in the electric and 
gas business do not apply to this business." 

So that, including both amortization ahd for rate of 
return, he says 33-1/3% at page 2553 anf finally he 
Bays, finally he says in his letter of transmittal, 
which I presume is part of the evidence here, transmit- 
ting his report to the company: 

"We are also of the opinion that the current tariff 
of l5¢ per barrel is reasonable, considering the 
risks and uncertainties inherent in the business of 
the Division." 


so that in putting br. Morrison's report to him--- 


THi CHATRLAR: You read last? 

MR. FRAWLEY: I read last volume--= 

THE CHAIRMAN : 15¢ a barrel. 

MRe FRAWLEY: That is in his letter of trans- 


mittal. Of course it is in his evidence too, but it 

can be found in his letter which attended his report, 

all of which has been made en Exhibit and it is the let~ 
ter dated December 3lst, 1958 in which he says--- 

THE CHAIRMAN: uxhibit. 

MRe FRAWLEY: That is part of Exhibit, "96%, 
sir. Exhibit "96", page 1, the very first page, Mr. 
Hill's letter to the company. so pursuing that for a 
moment, what Mir. Hill is saying then is that on ur. iaw' s 
basis, going to Exhibit "100", Sheet A, that he recommends 
a rate of return of 42.8% or if you want to take ir. Nor- 
rison's and using iir. sorrison's calculation on page 2, 


even on a ten year basis, it is not a finally considered 


submission but taking the ten year basis, then wir. Hill is 
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recommending a rate of return of 04-18, so just summar+ 
izing, he submits 13.5, 22.2, 33-1/3, less something, 
42.8%, and 54.18% and so perhaps it is not gving too far 
for me to suggest that the Commission might have dif- 
ficulty in knowing just what moe of return to subscribe 
to tire Hill, when they are proceeding to work through 
his evidence. 

Now dealing with the hazards 
Which ire Nolan has called attention to; one of the things 
that sire Nolan seemed to be bothered about was the annual 
drilling to be done to keep up the throughput. Now my 
submission there is, as in some other things, vhat if one 
has regard only to the present and is not taking, is not 
projecting too far out into the future, that we know from 
the evidence that the 1939 drilling program, the 1939 
drilling program of the Royalite Oil Company itself almost 
and certainly with the other drilling programs which we 
have in evidence, that that seems to answer him in his 
doubt and fear that the annual drilling will not be done 
to keep up the throughput - 

And then another one of my friend's 


hazarda that he talked abovt was the possibility of other 
pipe lines being built. Well I can only say that there is 
a statute in the Province now that says that before a pipe 
line can be built there must first be obtained an order, 
a permitting order of the Board of Public Utility Com- 
missioners. That is the pive line Act, Chapter 62 of 
1926, Section 8: 
"No company shall operate any pipe line until it has 
applied to the Board of Public Utility Commissioners 
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"operation of the pipe line ana setting forth the 
conditions subject to which it may be operated and 
Shch order has been made." 

Now if, as we have been assuming here, this company is 
put under the Public Utilities Board, I mean in the 
larger sense, and Shen be subject to the provisions of 
the Public Utility Act, then we have a situation where 
this Utility then becomes the concern, the very serious 
concern, of the Public Utilities Board becawse there is 
an obligation on the Board to see that this utility fun- 
ctions as such and supplies the service for the people 
for which it is being operated and I make the statement, 
which may be conjecture of course, I make the suggestion 
to this Commission that there is no reason to very ser= 
iously doubt that before the Board of Public Utility Com- 
missioners,-this same body which will be charged with the 
general control of the Royalite Pipe Line Company Limited, 
Shall I say.-would hesitate to grant a pipe line permit to 
some other company when it would be bound to know that one 
of the very immediate effects would be a Giminution in the 
pipe line throughput of this company. 

Then my friend dealt with the 
hazard of crop conditions and he mace reference to the con= 
ditions in Saskatchewan. well I must, and I might be per 
haps permitted, for taking him very seriously to task, that 
he quite overlooked his own Province because we have an 
Exhibit. "172", Wxhibit "172", which is an interest ing 
statement and it shows that there was an increase in per 
centage of 65.28%, 65-£8% in the Alberta consumption of 
Basoline in 1936. My friend limited himscif to what the 


expericace was in Saskatchewan ana that is as it is, but 
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in the Provinee of Alberta in the years, beginning in 
1936, 1987 and 1938, and running on into 1939, we have 
an increase, a total increase over those years of 65-28%. 
Well that almost makes one think that Mr. Plotkins is not 
perhaps very far out when he suggests that the rate of 
throughput may.2¢ &S high as 8% million barrels ina year. 
Now there was just another matter 
that was brought to my attention by the Chairman and I 
was asked as to whether or not I intended to say anything 
on the matter of the contracts in Turner Valley. ‘ell I 
have given a little thought to that, Mre Chairman, and my 
views are these, the Royalite Company's contract and the 
Be Ae Contract «are there, perfectly valid for what. they 
say, but they are necessarily affected by the operations 
of the Conservation Board orders in the light of what this 
evidence has been to this Commission and it works out like 
this; we are told that if X refinery wants 500 barrels of oil 
a day, let us say 5,000 barrels of oil a day, that all that 
is required is that they should sc notify the Conservation 
Board and the Conservation Board by its orders will see 
that that gross of 5,000 barrels a day is added to the 
whole production, that is the first step, and then it al+ 
locates among all the wells there, having in mind the 
ae they follow of bottom-hole pressure and so on, 
they allocate that among the various wells, that means 
then, taking lure Munroe, who has no arrangement for con- 
tracting oil in the Valley, but he tells the Conservation 
Board he wants a thousand barrels a day, lire Nolan has a lot 
of companics there which are under contract, when the Con- 
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servation Board takes that thousand barrois of Mr. Munroe's 


and divides it up, say 100 tc the Frontier Well. and 100 to 
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one of the Brown wells that Mr. Nolan or Mr» Harvie 
has under contract, that means then that the Brown well 
which had a production BEY, before this addition of Mr. 
Munroe's, had an allowable production of say 200 barrels 
a day, might have an allowable production of 250 barrelg 
a day and to that extent thcre has been a departure from 
the contract because Mr. X's contract with Mr. Nolan igs 
that the whole of the production during the life of the 
contract shall go to Mr. Nolan. Now that is the inevitable 
and invariable effeet- Now that is all I mean by that, 
there is bound to be an effect. Now it works out in two 
ways, two possibilities have to be considered. If there 
is production which exceeds the supply then it works out 
as I have indicated and I have put it only that Mr. Nolan's 
contract, wr. Nolan might find it difficult to go to his 
contracted well company and say "We are not concerned with 
te Munroe, you shall not produce any mare than enough for 
us, that which we require, we are the people who control 
the operation of this well." 

Then the other angle is that if there 
Should be less supply,-that is not contemplated by any= 
Lody at the moment and there is no evidence to indicate 
that,-but if there should be less supply than the demand, 
then of course Mr. Nolan might then feel like adhering 
strictly to his contract if he can because that means that 
somebody has to go to foreign parts to get oil, to Nontana 
say, as the nearest point and you might say "Well surely if 
anybody has to go Mr- Nolan should not have to go because 
he had his production contracted for, surely ir. iiunroe and 


people like that should go to wontana", and that is how it 


might work out. I do not know, it is speculative, but that 
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is about ell, and I ao not think, therefore, that there 
need to be any interference by legislation or otherwise 
with those contracts. I think the situation will take 
care of itself as a necessary consequence of the ar~ 
Bar eeneh +; which we understand to be the arrangement, 
namely, that the Conservation Board has a right to de- 
 part-from, to increase the total production in the 
Turner Valley field, the total production in the Turner 
Valley fiela@. I do not think it is important to look 
at the terms of the contract,we know that the contract 
requires that the company, I wonder what is the number 


of that xhibit. 


(Go to number 6114 )} 
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The vital part of the contract is contained, il. Ol 
page &, which is Exhibit "S30", that is the standard 
form of cotract of the Royalite Company. I call 


your attention to clause 2. The Vendor hereby covenants, 


etc., 

"(c) that it will not during the continuance of 

this agreement sell or otherwise dispose of to 

any person, firm or corporation other than the 

purchaser any crude oil and/or crude naphtha 

as aforesaid from its well on the said lands." 
That is the a ll-embracing covenant which the producing 
eOhpany enters into and in my submission it will 
necessarily be affected by the operation of the general 
Orders of tne Conservation Board, which applies to all 
wells 1n the field. 

Now, that concludes the remarks 
Pohave to make, tir. Chairman. I only want to say,in 
closing what I already said in opening; that when my 
friend makes the final submission to the Board, to the 
Commission, that the 15 cent rate is fair, I put it to 
the Commission, my respectful submission is that that 
rate can only be recommended if the Commission is of 
the opinion that 52% roughly is the fair and equitavle 
return. In my respectful submission, the Commission 
should not so find and that isall I have to say. 
Mr. Chairman, you asked me 

to give you the figure in cents per parrel,- if) Mr, 
Morrison used the exact figures for yearly throughput 
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the *otal pipeline deliveries to the Calgary refinery. 


THE CHAT RMAN : Just a minute till we fina 
that. 
MR. FRAWLEY: I¢ was at the very beginning 


of this afternoon's discussion. LOU Wale E erree: rate. 
im cents per barre) of .8177. 

THE CHARMAN: Yes. 

MR. FRAWLEY: And 1 said I would tell you 
what Mr. Morrison used, and it was the figure that Mr. 
Morrison used of 6,100,820 barrels was the total 
production up to the end of September projected to the 


end of Necember. But we have a better figure than that 


now. 

THe CHALRMAN: And 19 years amortization. 

VAR. FRAWLEY: 19 years amortization. 

THE CHALRMAN: Throughput, 5 million. 

MR. FRAWLEY: Throughout, 5,987,542) parrela, 


which was the exact throughput total of crude and other 
products, absorstion and separator naphtha for the year 
igoo. oO lr. Morrison used that figure. 

THi CHAT RMAN: Shown by @xhibit what? 

MWR. FRAwWLBY : Shown by Exhibit "95", at the 
very bottom line. Now, Mr. :iorrison comes out with a 
slightly different figure and instead of the figure lI 
gave you of .8177, it is .85&. Mr. Mcrrison says 

I can have two more decimals if I like .885e0. 

MR. COMIISSIONER LIPSETT: itr. Frawley, that then is the 
figure that would have to be added to your corrected 


figure of 7.9413, is that 147 
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MR. FRAWLEY: That is quite right, That, 
perhaps, is the obvious place to put it. It brings 

my submitted rate up to around 9 cents, does it not? 
Werwi ao thet Tor you. 

WR. COM LSSIUNER LIPFSETT: No, we have it here. Your 
final figure was 7.9413. 

MR. FRAJLEY: hates Pient, Sig. abe Deine 


mr rane, mp. tO 08.7745. 


THE CHAIRMAN: Cents per barrel? 
MWR. FRAWL-Y: Cents per barrel. 


Win. COMMISSIONER LIPSHTT: That, 1 take it, is not your 
submission, but the figure that would result from this 
difference of $500,000.00? 

MR. FRAWIEY : That is it, exactly, between 


the two systems of arriving at the net capital investment. 


THE CHALRAIAN: Your figure, predicated on 
Mr. Morrison's reasoning was....... 
MR. FRAWLEY: 7.94135 cents per barrel. 


MR. COMMISSIONER LIPSETT: So that I may have it quite 
olearn, Mes kreawiey. That 7.9413 is on the entire, year 
1938, is it not? 

MR. FRAWL&Y: That isreally our recommended 
rate, our recommended rate for 19359. 

MR. COMMISSI:NER LIPSEIT: But that is based on the 
figures, not for the nine months? 

MR. FRAWLEY : No, for the whole of the year 
Lode. 

MR. COMMISSIONER LIPSETT: Based on this new figure of 
5,987,342 barrels? 

MR. FRAWLEY: No. We used the €,100,820. 


That is the estimated figure. There is nothing 
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perticularly inaccurate about it. It is the total up 

to the end of September projected to the end of December. 
The company were in accord, you will remember, that any 
eoOnelusion that the Commission came to with respect to 
these final three months would not be objectionable as 
far as they wot concerned. The figure of .8177 is 

on the same barrelage of 6,100,820. 

MR. COMMISSIONER LIVSETT: I thought you said that the 
-8177 was based on the throughput as shown in Exhibit 
eo? 

MR. FRAWLEY: Noy ein. notirthat one. Ll gave 
you that earlier in the afternoon, .8177, that was based 
on a throughput of 6,100,820 barrels. The .83325 is 
based on 5,987,542 barrels,avvearing in Exhibit "95", 
THE CHATRISAN: Hor 1958, to be Tound: in 

HAUT DIG MOO"e 

IR, ERAWLEY: Yes. 

inRe COsicT SSIONER LIPSBTT: Is the final figure based on 
B7S5 or ‘on The -ayV17? 

MR. PFRAWIEY: If you take my submission, 
7.9413 cents per barrel, and add the figure which I gave 
you already this afternoon, .8177 cents per barrel, 

you will get 8.7590 cents per barrel. 

MR. COMMESSEONGR LIPSETT: How much? 

MR. FRAWLEY: 8.7590 cents per barrel as 
against the figure that I gave you a moment ago of 
8.7745, cents per barrel. 

THE CHALRMAN: You are submitting that the 


rate should be 7.9413 cents per barrel? 
MR. FRAWLEY: No doubt about that, that is 
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my Submission. 

THs) CHAT RMAN : .6t us have that one figure 
clear as to what you do suhmit? 

MR. FRAWLEY: Yes. Mr. Harvie asked me 
to state something that is quite obvious, that in my 
rate there is nothing ~ im my sugcested rate it gives 


nobody any free storage or anything of that sort. 


MR. HARVIE: Vr terminal facilities of any 
kind. 

MR. NOLAN: Lt 2s On ip. Morrison's: basis. 
wt. FRAWLEY : lye eure 

THE CHAIRAN : Bile, CEO te AO Lame MOU 


were invited to make a statement on behalf of the 
Laperial-eL Pp? 

MR. NOLAN: Ven, Sir. While the wire 
came to me yesterday, it was not convenient to read it 
theny My cimsinwetions* are to this effect, Sir, from 
the Imperial Oil Company Limited that in view of the 
heavy investments annually required for future gathering 
in Turner Valley field and in view of the hazards 
necessarily incidental to such uneven volume owing to 
peak seasons and the possibility of reduced throughput 
and of further pipelines the Imperial Oil Company 
Limited considers that 15 cents per barrel is at the 
present outlook a reasonable rate for the gathering and 


transportation from the well-head terminal to Calgary. 


THi CHATRIMAN: You are also directing your 


attention to whether or not you would ake any submission 


in regard to keeping the accounts of a separate division 
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or a separate entity, as the case may be. 

MR. NOLAN: Cet aad. very Little to whet 
my friend ']. Frawley has had to say about that. As I 
Gicerevand tb tote, Py will be incumbent upon’ ‘the 
Commission to fix a figure for operating expense and 

to say to the company that they may be allowed to spend 
that figure for the years that are to come, projecting 
it inta the future. If, of course, we find ourselves 
under the rublic Utility Board, as 1 understand fron 
my conversations with gentlenen who know about these 
things, there might be a different kind of accounting 
set up under that Board in the future, which might get 
over some of the problems Which are now vresenting 
themselves. There seems to he no easy way out or short 
cut method of getting away from the difficulty in which 
we find ourselves, namely, leaving it to the Commission 
the task of deciding what the operating expense of the 
commany must in the future be. nnd: 1 yonder it Mamie tT, 
Void Your seri Sssion, oir, refer to @ sage in this 
Whitten book, "Valuation of rublic Service Corporations." 
There is a judgment to be found at nace 1776 of Volume 2. 
The United fuel Gas Company v. Railroad Comuiission of 
kentucky, and it deals with this question that my 
friend has been discussing, of functional depreciation, 
as opposed to actual or observed depreciation. It is 

a judgement in the United States District Court of 
kentucky, dismissing the company's appeal seeking an 
injunction against the Order of a Kentucky Railroad 
Commission fixing rates for natural gas in certain 


communities, On the subject of accruod depreciation 
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the Judge said: 
a An issue is also sharply drawn as to the methoe 
of computing depreciation or deterioration of 
property by time and use. The company has attempted 
to examine such property, and to deduct from each 
item, in estimating reproduction cost, the deteriora- 
tion which was actually observed. Tne yO VOLES, ccm 
me Oyeer hand, insist that, in view of the admittedly 
timited» life of a natural gas property, here estimated 
to be approximately 18 years, and in view of the 
right of the company to reimbursement to the extent 
‘Of the value of its property, which will then be lost, 
or Noy recoverable, the only pico veat and logical 
method of canputine depreciation is by the flat rate 
method. in other words, the issue is here drawn 
betwee the application of either the observed 
depreciation method or the straight-line, age-life, 
method. 

While it seems -o us reasonably clear that depletion 
must be calculated by the straight-line, age-life. 
method. and upon the investment value which is to 
be returned in full, yet when it comes to estimating 
depreciation of physical pliant in the sense of 
deterioration from use, we feel just as strongly that 
the method of tobserved deteriorationt is to be 
aoplied in arriving at the rate base. when we are 
considering valuation alone, this eliminates the 
determination of what annual charge may be made for 
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below. Suffice it here to say that, our ultimate 

purpose being to find the present value of the 

physical plant as an operating entity, reliable 

evidence of such value, as the plant now is, is to 

be preferred to theoretical opinions as to what its 

condition should be, in view of its age and previous 

use." 
I thank you. 
THE CHAIRMAN: Anything to add, Gentlemen? 
We will take time to consider what recommendation we 
shall make to His Honour. But it is thought wise 
to fix some time at which the Commission will resume 
its Sittings fo enter upon the consideration of. the 
other matters submitted to our camsideration for 
recommendation. we think that while We may be able to 
REC Out areport in this matter some considerable time 
before then - we hope to at least - but nonetheless 
it would be unsafe and unwise to fix a date earlier 
than the 12th day of April next to resume the Sittings. 

Before rising we desire to 

say to all of those who have put forward arguments hefore 
us that we think that your arguments will be exceedingly 
helpful to us and that we are appreciative of the great 
care and thoughtful consideration which you have given 
to the work before putting forward those arguments. 
From counsel that are before us we expect, because of 
our experience with them in times past, that thers 
arguments will be able. we think, if we may say so, 
that you have varticularly distinguished yourselves on 


this occasion. We also desire to give acknowledgment 
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to li. Plotkins for the help he has been to us throughout 


the work of this Commission. 


/ 


(At this stage the Commission adjourned until the 


igth day of Adrid; 1939.) 
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showing estimated production costs, Royal 
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10:30 A.M, Session. 
deth April, 19359. 


The Knquiry was adjourned to be 


resumed at 10:40 A.i. Ist Way, 1939. 


10:30 A.M. Session. 

lst way, 1939. 
MRe FRAWLiY: Mire Chairman and Mr. Commissioner, 
we were to resume this morning, as you will remember, to 
hear some evidence from iir- Nolan's clients with respest to 
terminal storage. I was informed in Toronto last week that 
the Imperial Company would like a short adjournment of a few 
days and perhaps mr. Nolan may speak of that now with re- 
spect to that terminal storage matter. 
MR. WOLAN: 4.3 I understand it, sir, the material 
is all here and the books are being worked at and will be 
available within the course of the next three or four days. In 
the meantime my learned friend suggested we might go on with 
such matters as the cost of production and I understand that is 
the suggestion this morning. 
MR. FRAWLEY: That being so, I will proceed to cali 
Some evidence with respect to the first item on the program of 
Enquiry, a determinat:on of the cost of production in Alberta, 
the production of crude petroleum in Alberta and to that end 
enquire into the factors which are now or ought to be taken in= 


to account in determining those costs. I will call Mr. 


He is appearing for the Sunset Oils Limited. 


KeNNBTH J. wORRISON, having been re~ 


Morrison. 


Galled, examined by wr. Frawley said: 


MR. FRAWLEY: Mr. Morrison has already been sworn. 


THE CHAIRuAN: Yes. 
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Q 


Re FRAWLEY: Mir. morrison, you are appearing 

here this morning in what capacity? 

Our firm are the auditors for Sunset Oils, Limited and we 
have been requested on their behalf to present certain figures 
in connection with the cost of production on the two wells 
which they operate. 

And those wells are located where? 

Well I do hot know, and I have not the legal description on 
those at the moment. 

£ think I can put it into the record for you, no, I cannot put 
the legal description in but the wells are called "Sunset 1", 
and "Sunset 2"? 

Yes. 

The name of the company is "Sunset Oils Limited" with offices 
in the General Trusts Building in Calgary? 

Yes. 

And the firm of Harvey and Morrison are auditors for this 
company? 

That is correct. 

Now will you give us what evidence you can with respect to the 
cost which this company has experienced in producing crude pet~ 
roleum from those two wells and I would be very glad, Mr. 
Morrison, if before doing that, you would give us the benefit 


of your view as to this company's difficulties, or the dif- 


ficulties there are in arriving at the cost of production 


of crude petroleum in Turner Valley? 

We have prepared a statement showing the cost which in our 
Opinion is the cost of producing a barrel of crude oil from 
the date of the production in each well up to the Jlst of 
October, 1928: these statements of course were prepared some 


time ago and have not been brought up to a closer date; it is 
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possible to bring those now up to the Zlst of March, 1989 

should the Commission so desire. 

The statements you have prepared show the cost up to what 

period? 

The lst of Ovtober, 1938. Wumber 1 well from the date of 

production, the 24th of December| 1987 to the 31st of Oatober 

1938 and Number 2 well, which came into production on the 

i8th cf September, 1938, and the atatement of course comes up 

to the let of October, 1938. 

Now I asked you to make a general statement but perhaps we 

might better now file the statement you are now going to use? 

Yes, this really relates to the statement. 

It is a statement? 

Lt is a statement of the cost per barrel of production of 

crude oil of wells No- 1 and No. 2 of Sunset Oils, Limited, 

No. 1 well being from the 24th of December, 1957 te the Slst 

of October 1938, and No. 2 well from the 18th of September 

1938 to the 3lst of October, 1938. 

MR. FRAWLEY: That will be filed as an exhibit. 
(Statement PRODUCED BY wITNESS 
MORRISON HERE mARKED AS EXHIBIT 
211) 

Now Mr. Morrison, I think before you begin to tell us what 


is in the statement, would you state what you feel, with 


respect tc this question of ascertaining the cost of the 
production of crude petroleum? 

Well the asce~tainment of the cost of production of a barrel 
of oil is quite a difficult matter with the majority of oil 
Gempanies- In fact in the ones which we are associated with 


as auditora probably this one, the Sunset Oils Limited, gives 


the simplest propusitiou of ascertaining the cost as they have 
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two sites, two-40 acre parcels of land, on eash of which 
one well is drilled. The have no other complications 
of additional acreage which of necessity would come into 
4 calculation of the cost of producing a barrel of oil by 
way Of capital charges. Now insofar as the actual produc- 
ing cost, tht is after the well comes into production, I 
think all of the oil companies will find that the cost up 
to that point can be teadily ascertained. The difficulty 
comes in when they have to spread over the cost of produc- 
tion, the capital charges which would include the cost of 
the leases and that is complicated by the fact that in some 
instances the leases are acquired by the issue of shares and 
in others by cash being paid for those leases. The problem 
naturally arises as to putting a fair value on those shares 
which have been issued for the leases» Then you have your 
preliminary organization expenses necessary to the formation 
of the sompany,. Then you have the experience of the company 
in respect, of dry wells. dry holes, or abandoned property, 
all of which have cost considerable money to the various 
companies. Those are the items which give the greatest dif- 
ficulty in ascertaining the vost. 

Now having ascertained the cost of 
these various items the next prodlem is to find what period 


of time or how many barvels of production that amount has to 


be spread over and we are facwd, ak we were in the pipeline 


case, with either estimating the life of the field or estimat=- 
ing the number of barrels that caa be produced per acre and 
spreading that cost either cn the pasis of the life of the 
field or on the number of berrvels to be produced» 

Now I do not know that there is any 


definite view as to which would be the more accurate. For 
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the purposes of the statement which I have prepared, 
Exhibit "211", we have taken the basis on go many barrels 
per acre as being capable of production, Starting with 
5,000 barrels per acre and going up to 25,000 barrels per 
acre. The cost in respect of capital expenditures have 

been spread over on the basis of those figures which I 

have just mentioned, elther 5,000, and we have progressed 
by stages of 2500 Pevecl a additional, that is we start with 
5 ,000° | per acre, the next calculation is on 7500 
barrels per acre, the next calculation on 19,000 barrels per 
acres and progressing up until we come to 25,000 barrels per 
acre. 

Now it is that last situation which 
gives all the companies great difficulty in ascertaining the 
cost of producing a barrel of oil- The actual production 
costs, as I mentioned before, are fairly easily ascertained. 

Q In other words the compary, the Sunset Oils, Limited, would be 
required to employ a petroleum engineer or a geologist to give 
the company an opinion with respect to what is the per acre 
recovery underlying the lease? 

A Underlying their particular acreage. 

Q Then assuming that that figure, that that opinion were 10,000 
barrels per acre say? 

A That is correct. 

Q Then if you are given that figure you can give the company 
the per barrel cost? 

A As at that date. 


@ Asa at that cate? 


Depending upon the production up to that date. Now I think 


that is quite important that that should be kept in mind. 
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That was the next thine I was going to ask you, if your 
statement, Exhibit "211"; taking that and using the figure 
of £18,589 barrels produced for the No. 1 well? 

Yese | 

And that is what was produced up to the 1st of October; 
1938? 

that is correct. 

Assuming that is correct, well that is an exact figure of 
course? 

That is an exact figure. 

Then taking the engineers' opinion that the per acre recovery 
under that lease is 10,000 barrels per acre? 

Yes. 

You are able to give the company a fairly accurate figure as 
to what the cost of production per barrel is up to that time? 
That is correct. 

And that is about 96 cents per barrel? 

On the No. 1 well. 

Dn the No. 1 well? 


Yese 


Now if and when the 218 thousand odd barrels produced becomes 
say 500,000 barrels ;that well would still be producing? 

Yes, both of those wells are still producing-« 

And when and if it becomes 500,000 barrels I take it that 
figure of 96 cents per barrel for the per acre recovery will 
vary, will change? 

dell yes, it is quite possible that it will change, that is 
to say they can produce more oil for the same overhead cost. 
That is what I mean, is it a difficult thing for you to give 


to the Commission even an approximate figure, let us say 


a ete ee 
(BO stale yatog ae Een 


a6 a ee ee ~ -F ka ae p- 
BHEgIY OAS anton sae a ety ie | 


ech ak , a 


>) 


nie ee i tae wet ot e SeGURTLY | aoe that 
ee Ne Re ‘ j 
‘op?t Foaus ae See ot on taeneoe ah pads 


/ eee 


— | ; EGE nee, ae, be 


ah 


+ 


SL el ee ae ee spa Vleet “of ne Pa ap Oy. oa bh os 


+ 


ae epee a at Eeahad Bae: sata kat Oreo Oa a, fa09 elke’ ibis 
| bi vores : Es 
Ts Sti aes ou 209: EME 10d 8, aes 
item, a bike: 
iS _ pease if ans 
shen onboed EE ‘ieee ate paseaload ae way “abe inks 
E rode ot Lietie bebe ELOW: 290d: atornane. ae ae ; 
| °  -koebe ay itive. en oh Lee apogs 26 ace : ; 
gene. 08 bane eee a 008 nemo ape if'3t bog ie 
eae ‘yaetose? athe et ar tore slatted, ‘te9 sr ape. Be ‘6 eet 
| ay Fash atte te si ; 
a rs Raa oes ais Cid cme sands nai ad nap. et cs: ana 
Bed eeateriteg ¢. bag Ne 


ite 0. iblett? ea ad ian, dea een Peusgy or her 


lS, Me Lr i Veet) a ye ee a) 
eee ter) a tot be road | Saree te ptt. Be. ea ta 


BA a ee Ke 


yas te "$93 


K.g Morrison ! *» 6129 « 


projecting ourselves into the futare and taking a date 
upon which the barrels produced will be 500,000 barrels? 

A Well---+ 

Q How would you proceed? 

A fT do not think that it is possible to project a figure 
which can he relied upon. 

@ You would have to determine the cost and expenses? 
You would have to project the costs and you can only do it 
in the actual outlay at the present time, we can bring it 
up-to-date, mind you, this is not up-to-date but they can 


he brought up-to-date. 


Q Taking this figure which is something more than 218 thousand 
barrels? 

A Yes. 

Q Theo you could do a fresh calculation and add it on to those 
figures? 


A That is correct. up to the end of March, which would bring it 
almost up-to-date. 

Q Then you would have again to give it to the Commission in the 
geense of per acre recovery? 

A That is true, the same kind of statement as we have now only 
we would have a larger amount of barrelage for each well, aid 
if ig quite likely that the cost of the No. 2 well for in- 
stance would be slightiy lower because this is the initial 
production. 

g I see? 

At that time, it ig juss the first month really. 

} S80 that the best you have been able to do, and you have 

certainly given some thought and time to it, the best you have 


been able to do is to present to the commission a series of 


costs per Larrel? 
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That 1s cortect, on the actual production to an ascer- 
tained date. 

But taking that, assuming that the Commission, for the 

sake of this question, assuming the Commission will be 
quite satisficd to make the calculation on the production 
up to the élst of October 1938 in the cost of the No. l 
well? 

Yese 

Assuming that? 

That is s0. 

Them the Commission must, presumably on some evidence here, 
come tO an opinion with respect to what the per acre ree 
covery underlying the Sunset No. 1 

That is truce, before they cam ascertain a figure of cost 
per barrel. 

Otherwise they are simply in the position of having to take 
One or other of the figures which you have given them running 
from 5,000 barrels per acre to 25,000 oarrels per acre ren 
covery, ov using presumably some figure in between? 

Yes. Of course the evidences which has already been given, 
which I presume would apply to this acreage in common with 
other acreage in the Valley as to the provable yield now per 
acre in the Valley can be used? 

Yes, that is true, the Commission is not entirely without 
evidence Sus so that I can understend the Commission's dif+ 
ficulty or task, the Gommission will either have to hear 


some fresh evidenze or go back to the evidence already given 


as to the recoveries in this field? 


thes 1S 15 


And using that evidence anc applying it to the particular wells 
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as the witnesses come before then to talk about prom@ction? 
That is it. 

Perhaps you had better put on the record then what the re- 
sults of your calculations were up to the period you covered? 
There is just one further point I should probably point out 

to the Commission and that is thet the cost of production is 
necessarily involved with the payment of royalties. Now it 
will be realized that if the company had not to pay out any 
royalties, and I am speaking now of gross royalties, that is 
so much of the production per well being payable to either the 
origianl lease holder or the Government, they naturally would 
have that much more oil to spread their cost over. Now taking, 
in the cost of Sunset No. 1 it will be seen that they have to 
pay out a royalty of 25%, which on these statements shows a 
sost of $65,884.25, which works out on the basis of 5,000 bar- 
rels per acre at ¢O cents per barrcl. 

Yes? 

Now had that not been payable by this company naturally the 
cost of production would be that much less. 

Yes, I see, that is really a disburserent? 

Yes. 

It is a gross disbursement? 

ie have to regard it as a cost of production, although 
actually in fact somebody might argue, well you don't have to, 
your well does not cost you any more because you have to pay 
royalties on it; the cost is really in the revenue,that the 


Company gets that much less because of that fact. 


What you say is, you just receive that much less production 


>) 
over which you can spread your cost? 


That is correct, yes, and I merely wanted to point that out 
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at that time. 

Yes? 

Now then dealing with Exhibit "211", showing the coat of 
production from the Noe 1 Sunset well for the period from 
24th December, 1927 to Slst October, 1938, the total cost 
is $289,107.62, the details of which are shown on the 
statement. I do not know whether you wish to read into the 
tecord all the details which are shown there. 


I would not think go? 


It is all there. 


You couldnt do anything more than read from the Exhibit? 
That is correct. You will find in that amount the ma jor 

item is the fixed capital charge representing the cost of 
drilling the well; leases, commission on sale of shares and 
preliminary expenses ¢172,342.78. The first two figures 
Show the production expanditurcs and the depreciation on the 
fixed assets such as the derrick and the other driliing 
equipment. That really may be termed the ordinary production 
expenses, and then the next item is the capital cost of the 
drilling of the well and the leasese Then we have the in 
come tax payable and the royalites payable making up the 
total cost for the purposes of spreading it over, the per 
barrel cost. 

Now have you left out anything, I mean anything which in 
your opinicn should not be left out? 

No, everything is ingluded, everything is included here, that 
is the total cost “> the company. Now then spreading that 
cost on the actual production of 218 thousand barrels for 


the first two iteas, namely the expenditures and the deprec- 


iatior, and when I speak of expenditures I refer to production. 
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expenditures of 19,669.77, that expenditure is spread 
over the actual barrels produced, namely 218,589 bar= 
rels, that was the cost per barrel. 

Now is everything in that .19,669.779 

Yes, all expenses of production. 

Head office and everything? 

Yes, this is one office and that is why it simplies the 
matter really, there are no complications at all, that is 
the total expense and these first two items are spread over 
on the actual barrelage produced. 

Now you speak of the first two items, the second one is de-= 
preciation? 

Yes? 

How is that arrived at? 

That is taken at the rate for income taxes and there is no 
complication there at the moment insofar as the company is 
concerned, that is the cost to them. 

well you feel that that is fair? 

Yes. 

For the purposes of this Commission, that that is a fair 
depreciation? 

Yes, we feel that that is a fair method of, well after all 
it is the cost which the company considers to be fair and 
we agreed to that statement. 

It is the cost which the Dominion Income Tax people permit 
the company to make? 

That is correct. 

Now how is it arrived at? 

Well take for instance their plant and equipment is de~ 


preciated at 10% per annum and we have accepted that figure 


as the fair one. 
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Well the 10% per annum neangs--+- 

A ten-year life. 

Ten-years' life, that is the life, are we not back then 

OO the’ ditticulty of the life of tHe well? 

Yes, you have come back to that Bane thought. 

i mean, I am not trying to find more difficulties than 
there are but that is a difficulty then, that the Dominion 
Tax people are not particularly concerned with whether the 
life of the field is 10 years or not? 

No. 

Or whether there is an exactaess about that or not? 

Very true. 

Because for income tax purposes they will get their income 
taxes in any event? 

Yes. 

They sannot lose out? 

Well of courses the wells might csase to produce after five 
years. 

And no revenue then? 


Yes. 


Then what happens, what is the result then of the 10% de- 
preciation if a well plays out after say five years? 
Insofar as the company is concerned? 

S0 far as the company is voncexrned? 


Tt means that they have not been taking sufficient for de-~ 


preciat ion. 

And so far as the Income Tax Branch is concerned? 

Well they have bsen, they have not been allowing the company 
sufficient. It will then be a capital loss which is not 


allowed for, for income tax purposes end then if the reverse 
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we>e true, supposing the well lasted 20 years, then 
actually in fact the income tax department will not al- 
low any more depreciation after the 10 yearb have expired 
so that they are not out anything, they are going to get 
all of the revenue without any charge for depreciatioh 
after the 10 years have expired; in other words they Live 
going to get more income tax in the succeeding 10 years. 
MAJOR LIPSETT: Are you speaking, Mr. Morrison, 
of depreciation on the plant? 

ee of the drilling equipment, of the drilling equipment, 
not of the leases, or the development cost. 

Well but if the well played out in five years the plant 
will still have a value? 

It would have a salvage value,true, and there has been no 
consideration given for the salvage value, I mean, the 
amount involved is relevantly small but nevertheless there 
is the principle there which has to be considered. 

MR- FRA. LEY: The derrick and that sort of 
thing would be of very little value, would it not? 

Well it would have some value. 

The derrick of course only serves for a Gertain purpose? 
That is true. 

And you speak of plant and equipment? 

Well age-+ 

Such as the pipes necessary to produce the oll? 

Yes, the production equipment and the drilling equipment 
which the company has to salvage, either use for sale 


bther wells or dispose of ite 
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K. J. Morrison. hte 
MR. FRAULSY: Suppose the Company has a 
Lou OL drilling equipment and they are only using one 
on the Sunset Number 1 well. But Supposing the Sunset 
has four or five rigs and it is holding them for further 
locé tions? 

4 Yes. | 
Then the cost, the capital cost of those rigs would have to 
be included in here? 

4 Yes, they woulda, of course, be included. 

a) Because they were purchased by the Company for the purpose 
of development? 

A Of course thet is a situ: tion thet would got possibly be 
in this Company. | 

Q But there might be other companies? 

A Now in addition to depreciation there is the question of 


depletion. That is the biggest itam in the $172,000.00. 


q mou sey that the ,~172,000.00 is the total cost of drilling 
the well? 

h That is correct. 

Q Including the cost of the lease? 

A Yess 

q The commission on the sale of shares and preliminary expenses? 

4 Yes. 

Q How do you arrive at your, using the 10,000 barrels jer acre, 
the 44 cents per barrel? 

4 10,000 barrels per acre and there are 40 acres would be 
400,000 barrels divided into »172,000.00, would cost 43 
cents per barrel approximtely- 

a That is regardless of hov many months or years it takes to 


get it out? 
4 Thet is true. 
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a Just one more word. In leaving this statement with the 
Oommission, do you want to accompany it with some word of 
caution or whet is your feeling about leaving it with the 
Commission? That it costs the Sunset Lil Company in that 
Poertod ~1-<39 per barrel, you think on the 5,000 barrel per 
acre recovery end 70 cents a barrel using the 25,000 barrels 
per acre recovery? 

4 I would have just this observation to make. It is pretty 
important that the correct number of barrels per acre be 
determined, if that is possible, besoause the céleulations 
are made on either one ox other of these bases. Now we oan 
bring that stetement up to date very easily, because the 
figures are now aveilable till March lst, 1939, if that 
would be of any help. 

Prvoink it would be end if you would kindly file that later? 
Yes, we can put in a statement showing the cost up to 
tie O'st Of terch, 1939. 

A | You naturally, of course, have to leave it to the Commission 
to come to &n opinion vith respect to the number of barrels 
per acre with respect to thet lease’ 


A Yes. 


5 ee 


nd unless and until they do that they have little, if anything, 
from this Compeny with respect to its per barrel cost? | 
A Yes, and incidentally I would also say that in my opinicn 

the majority of other companies will not be able to get as 
Simple a statement prepared because of the complications 


Which naturally follow. 


There have been no extreordinary difficulties experienced 


ae, 


by this Gompany in either getting production or maintaining 


Lt? 


4 No. There has not been any dry hole. There is no other 
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fee etiorrison. 


acreege involved which was not being used by the Company 
and of course the issue of shares has been all for cash. 
So that there are no complicstions really. 

Q Por did they drill? Did they drill, that is did the Company 
Mreelil drill, or did they contract? 

4 Iam afraid I cainot snsver you at the moment on GHOiuegan ed 
can ascertain and let you know ho: it was done, whether it 
was by contract or by the Company itself. 

6 But that would not make any difference would it? 

4 meerod! cifierence., That is the cost of drilling the well. 


Of course these statements vere mace up on exactly the same 


basis. 
Ss But theze is nothinz particularly importent ebout those? 
A No. 
C gaxcept perhaps it is not such a good guide because it is 4 


short period? 

A The vell merely came into production and we have only a 
month and a half production to deal with. Thet is why 
possibly the statement up to the Jist of “erch might be 


more helpful. 


I But my friend has just pointed out thet the cost is much 
higher on the Mumber 2 well? 

A “1.63 on the 5000 down to 83 cents per barrel on the <5,000. 

‘i Yes? 

4 The answer is you have a very small production at that time 


with your cot relatively high. heater you will have a much 


larger production to deal with and your cost epproxirately 


the same per barrel, the cost would be naturally Lower. 


Kg 


But I thought you got the big production at the beginning? 


4 It is the length of the production. This is only a month 
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K.J.Morrison. ~6159- 
and a half production. I am not speaking of the volume 
of production. 

Q You did not have enough production built up? 

A Yell the time had not elapsed. 

EXAMINATION OF THi SAM VITNEOS BY MO. NOLAN. 

% Mr. Morrison, as I understand it you are saying to the OCon- 
mission that the Sunset Oils Limited is perhaps the simplest 
kind of a company frum whose records a statement of this 
kind could be prepared? 

A That is correct. 

Q Do I understand you have included in that the cost of the 
leases? 

b Yes. 

C You know something about the Royalite operations: You know 
@ great deal about them, and know that @ matter of great 
difficulty will arise there as to the costs of the particular 
lgéases upon which a particular well is drilled? 

A I can quite believe they will have great difficulty. 

C Why will they have difficulty,ir. Morrison? 

A It depends on what consideration has been issued for those 
leases. 

§ If shares have been issucd for those leases it will depend 
on what value is to be attached to those shares? 

A That is correct. I would think in the case of the Royalite 
Company, wherc you have a share that has 4 good market valuc, 
an ascertainable market walue I mean, you would not have the 
same difficulty as placing a value on a share of @ Company 
which has no guotation wheazoever on the market. 

2 You have the difference of course, Mr. Morrison, between the 
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ye MOLL ISoON . 


value at which those shares are carried on the books of 
the Company, and the value on the Stock Jxchange on a 
particular date? 

Pooe “Youwheve di(ricwity. Team not minimizing the dif- 
ficulties. But it would still be possible to ascert@in 
the figures and putting a velue on the leases. 

This statement of yours, Mr. Morrison, ixhibit "211", is 
your best effort to indicate to the Commission the oost 
per barrel of all barrels which will be raised out of that 
well? 

No, that is the coset per barrel on the barrels that have 
been raised. 

Men it is the cost per barrel to date? 

Te date, 

Of the barrels thst have been reised? 

Yes, that is correct. based on certain assumptions.- 

And the assumption is es to the number of more barrels 
that will eventually be reised? 

Wet LS correct . 

A statement of this kind, I suppose, in simple layman's 
language, should contain all the money tiet has bcen 
invested by the Company, is not that so? 

In respect to the particular production, yes. 

In respect of the lease and everything that goes on 14% 
Yes. 

There would be geologisal expenses? 

Surely. 

You have nothing of that kind’ 

No, we have very Little complications. This statement will 
not be of very much help to companies who have larger 


operations, and other properties which are not yet producing 
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K.J.Morrison. “6141 ~ 
but which are included in their develepment programme , 
and for which money or shares have been paid out. 

Q Weren't we told in the carlier portion of this Inquiry 
that operating costa went up as the oil production went 
dowht Didn't you tell us that once? 

A Zt does not seem to be one of my expressions. 

Q That operating ¢osts would increase as it becane more d@if- 


ficult to gather the oil? 


A I think that was Mr. Taylor who put that proposition that 


Way. 
Q Mousdid not say anything like that? 
4 No. 
Q Do you agree that is wht will happen? 
meee Oll I can quite imagine that will be possible if they 
were unable to reduce their expenses proportionate to the 
production. Then naturally the cost per barrel would go 
pes 
C I am not suggesting the opereting cost itself goes up, but 
I am suggesting to you that there are fever barrels to 
divide tnto that operating cost, then the operating sost 
per barrel will be more? 
A Yes, there is no question about that. 
Q Wheat I am anxious to know ts if in your opinion your Compa ny 


or the Company which I represent, or eny of us, can give to 
the Commission anything that will be of value in respect 

to this cost of production in Alberta. I observe in the 
programme that it is one of the duties of the Commission 

to determine the cost, and to that end inquire into the 
factors which are now and or ought to be taken into 


account in determining the cost. is 24 not a fact that 


the costs of une company will be very much different than 
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Keds Morrison. 


q 


Q 


Q 


the dosts to another? 

Yes, very much. 

Is it not 3 fact the cost of one well will be very dif- 
ferent from the cost of another well? 

Lt is quite possible. 

Because looking at Exhibit "211" for the perinds which 

you have computed, the difference ts bet: een 41.59 and 
$1.63? 

“ell the cost of Wumber 1 on the 5000 berrels per acre 
figure is ,1.359 as compared to 1.63 on the Number 2 well. 
Budwon the 26,000, going to the end of the list, we find 

70 cents compared to 83 cents. But that, of course, is 
accounted for by the fact one well was producing for a 
longer time than the other and navurslly we had more barrels 
Of Oil to divide into the cost. 

Vhat I would like your opinion on is as to whether or mt, 
with the best effort that can be made by all these prouucing 
companies in this Province, there oan be evidence brought 
before this Commission upon which oan be determined the 
cost of produetion of crude oil in this Province? 

There cen be. 

Can there be? Can the Commission from the evidenoe that 
can be produced by these companies arrive at the cost of 
producing sorude? 

ell each ermpany could arrive at the cost. ‘i‘hether or not 
4t would be of any help to the Commission in escertaining 


what the actual cost of producing a barrel of oil in Turner 


Va liley TES ue eee 
That is where I wanted you to help me. “hat is your opinion 
on that? 


I think they could ascertein the cost. 
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c: As per company? 
4 4S per company. 
a Per well? 


A Per Well 
G Then when we have got all that does that give you the cost 
of producing crude in Turner Valley‘ 
4 feo, it would. 
C It would not give you the average cost? 
4 The average cost could be obtained by taking all of your 
wells and the cost that is shown for each vell. 
Q The expenses we have might be very -uch higher then they are 
for another company? 
A Nevertheless that is the cost. -@ are speaking now just of 
the cost, the actual fact of the cost. 
& Yes. 
A If you have each company produce the figures to this Com- 
Mission showing thet they have six wells, and the cost of 
producing a barrel of oil is estimated on that cost or figure, 
you can tell t:hat the averéege cost to that Company is for 
producing a barrel of oil. Then you go right down the 

line and you take all the companies' avera;es. 

Q You sav the averegs bety-een the companies would give you 
the average cost? 

r) Yes, of producing a barrel of oil in Turners Velley. 

a] Irrespective of there being unusual expenses which might 
increase the cost to one company and there might be no 
parity betteen the compenies. Abandoned holes? 

r) Abandoned holes will come. into it. 

. Dry holes? 

A Yes. Mey that is the seme thing. 
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KeJ-Morrison. 
Q Abandcned leases? 
b tes. 
( And dry holes? 
A Yes. 
n You have hed no difficulty with ges wells here? 
vy No. 
‘ imeee dees’ raise anothux difficulty does it not? 
4 Yes, I can imagine that would raise quite a problem also. 
Q Those wells that are situated on the gas-cap. 
A Yes. 
q Zt would be difficult to know just what acreage to assign 


to each of those \vells* 

A That is true. You have a problem there. 

6 Pee PR LEY: Me oo horrid son, shiner 
enoui@ad - it might arise and I think it is my duty to bring 
it to your attention. You will reoall that there were 

statements, uxhibits "83", "84" and "85", which were called 

the Jersey Statements. ‘Jould you be good enough to look 
at those stetements and tell us what they are first for the 


record, and then point out what the ccst per barrel of crude 


was? 
4 Yes. 
0 Shown in these statements? 
A There are sther two statements, ix. Fre: ley. These shoujg 


Poevesto MS7">as Ii recall it. 

Mee fey) 886" and %o7". 
Me COMMICSIOMGS LIP LsTT: gxhi bits .° SS" stool eres 

A #xhibits."83" to "87". 

q Pah RANLEY: Tel 1 the Commission what they 
shey and what observations you have to aake end whether they 


@re to be taken as shown or odified and explained? 
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K.J.Morrison. 
kK On Bxhibit resdq" Tone are different letters for each one, 


Benibit "“Bsd", this is a ste tenent showing the wane of 
Brehiatne crude oil, direct and indirect expense, accounts 
applicable to the gost of peauation and piptngs PBOUARS 
the application of expense Bplit by percentages, calculated on 
ingéome by production. That is merely defining how tHe 
expenses ve-és split up 4s between the various departments. 
eC “tha $ Company’ 
A This is the Royalite Oil Company feat Coeur: it is for the year 
ended dlst December, 1933. For the calendar year 1923. 
It shows under the heading of Crude Oil and WNaphtha that 
there were 83,240 barrels produced at a cost of 31 920 
per berrel. Under the heacing of Natural Gasoline there 
were 185,774 barrels produced at a cost of ,2.19 per barrel. 
Peaeoatg "04d". This is a simil r kind of a statement for 
the year 1934, It shows production of 160,985.965 
barrels, produced at a cost of 50483355 per barrel. 
Q That is naphtha or erude? 
That is erude oils and naphtha. I do not Know wh:ther 
there were othcr decimal places on the 1965 stetement. 
No, there is just »1.50. In the 1944 statement the cost 
1s extended into decimal points for crude oil and naphtha, 
$-83355. That is G@ollars in decimals. nd for natural 
gasoline the production was 391,740 barrels at a cost of 
@le10447 per barrel. In Bxhibit "g5a", this is a similar 
statement for the year 1935, end shors production of erude 
Oil and naphtha 139,707.738 barrels at a cost of y1.199. 
That is $1.199. For absorption gesoline, it is headed on 
this statement, 379,769 barrels at a cost of ,1.75167 per 


barrel. Exhibit "86d", which is a similar statement for 
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K.J.Morrison. 
the yesr 1936, shovs crude oil and naphtha produdtion 
of 109,275.1529 berrels at a cost of 41.0995. and 
absorption gasoline 471,055 barvels at a cost of 1.7647. 
Ganibiv Number "o7d", “hich is a similar statédddnt for 
the year 1957, shows crude oil production 513,062 barrels 
at a cost of (pe 8619 per barrel. Then crude naphtha 
is shown separately on this stetement. Produotion 56,011 
barrels at a cost of 11.6756 per barrel. absorption gasoline 


malgeut barrels at a cost of 31.7882 per barrel. 


(Go to Page 6147. ). 
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Morrison my Soh di 


Now just so thet you can put thet in the record now, what 
gene ral observa tions hive you to make, or let me ask it 
this way, would it be quite pro per Tor the Commission 

to take as the toyalite Conven:'s cast production of 
crude in the yeur of 1937 the figure of 86 cents 


Po. warre! in your opinion? 


Well IT have made no check at all of those figures. I «ave 


not hed any ogcasiun to examine that phase of the statement. 
These staterenits were used before, you will reeall, in 

respect or pipeline operatiuns. 

Ch it was, well aan we Eve so.v1e Gisauussion as to sone 
obvious modifieation thet there ..ust be placed upon any 

tapuces found in these Jersey Staveuents? 

Well of course. the bas is oi Cistribution of the expenses 

we disagreed «itu in ot they Oistributed tine overheac 

B2penses OY tre Desis OF the income of the varivus ddénertments 
ame we had another basis of distributing: them. 

momuch Lor thet, but as 1 -ecall it, you viere in egreement With 
Mr. Burns wher he wes on tune stenéd and when you were on the 
Sone, thet those figm es were not cumplete, as I recali it, 
thrt ig so far as tue operation wilch we were tien exémining, 
mamely che pipeline Gepertment, tmi is +s fer as you woulc 
like to go, certainly the Jersey ste .ements in so lars we 
woo wien or Tiled Prien e exhibits in connection with the 
pipeline operation, we agreed with tne Company, you ~eresd 
with the comxny, thet they were not complete in thet vesvect 


ai i Hy of) 4 
in that certain items 01 expenditwe were not found therein. 


That is correct, thet thay were oerteiniy not complete for 
the purposes we required. 


Now you are simply in vhe position were you ere not able ti 
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respect to che item of cost of production of crude oil and 
crude naphtna? 

They woul beer the sume criticism in one item enc that is 

the basis of distributing bneir expenses, so that tu. that 
extent there would be & variation. 

But apart from distribution, becauwe after all it is the 
Company's distribution? 

iB 

We are not que rrellin: with thet for the moment, is there 
anything left out of those stetenents which wer: prepared for 
the Jersey Comoanies? 

No, I du not think there was anythin left out of the statement 
fer ohne ,oulisr purpove. 

et leu ye The efieect., Me. lierrisen: as i 
recollect about the Jwsey statement was that if you took 
Mmece Of the expenses arc pub tem on to the pipeline that in 
turn would lessen the other expenses. 

Piet 18. correct, sir. 

and make this particular figure more conservetive? 

Very true. You see the mwat.ver of distribution does 
materially effect this situ tion, becaure the move you add to 
$he Other departments, eitier adds tu or fecresses fram tae 
producing department. 


Thet is quite so, so if we adiiere to the view you submit to 


the Commission with respect to vhe distribution of the pepeline 


Gost? 


xe'S. 
We would ulso still finc, distributing those costs on 


eral 


your labor retio basis end allocating, the gen 
distribution to all departinents? 


Thet is true, you woul fim this figure, let us Say, ot 
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@ighty six cents in 1937 --- 

h Yes. | 

ly To be too con:.ervetive? 

A Well it would be varied, 

G It would be varied un or down? 

A Well just going back to our proposition before, thet some of 
the drilling expenses, some of Hr. Heleod's alary rather 
ought to be charged to the drillin: expenses, just using 
that as an illustration. 

& Yes? 

a Wui.ld mean that sone of thi. woulc go out. 

A et is right? 

a Gere @ost would) ¢o out. 

: Because there is none as [ understand again, once more 
referring to hr. HMecl.oé':. sakary, there is none of tir. 
WeLeod 's stlery distributed to the cost of production? 

A “Well now you are speaking now of, really the vrice- 
Waterhouse method, they dic nut distribute any. 

ke ie J sir, Burns .toer all? 

& ‘Yes. 

G It is not Price-iiaterhouse, it is an internal statement 
prepared here for the Jursey Gow oeny? 

a Yes but I ani now juct taking u» lis. heLeod's salary for 
the moment, this woulé mean thet vhere were none of tno se 
expenses cherged to tie production, well it would cepend 
on the basis of distributing the expenses. Now if there was 
no revenue of the produciny department tnen neu cuily none of 
those expenses would be charged. 

\y Ail of the months drilling of she well, «ne all oi the expenses 


dur ing that period, and Il. rm Leo6'~ valery curing tuat period, 
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none of it goes down against the cost of production per 
barrel 

f would think thet is probably the situation. 

So that none of thet is in the eighty six cents? 

That is right. 

yO if you afinere to your basis, as you were when you were 
Ciscussing the pipeline proposition, that eighty six cants 
is not high enough? 

Tay is vient. | ie JOU LTPSETT: Is not My. McLeod's 
salary in the Jersey stevement, vas not the criticism only 

2 Ovesction of the distribution? 

Very true, it is in the Jersey statement somewhere, sir. 

Lt. it is not taken out of the pipeline, then more than its 
Pro uoOrtulon t¢ in these other items? 

Well, the situation was that there was more in the pipeline 


department, charged to the pipeline department on this 


basis than we agreed to present as counsel for the Qommission 


Now, then, if we are going to adhere to that distribution 
then ther is something has to go into the production 
department now for Mr. McLeod's salary. 

On your basis? 

On our basis of distribution, which is not enough in there. 
MR. NOLAN: . In a word, you felt duringt he 
pipeline enquiry that these Jersey statements were of no 
assistance, either to you or to the Commission? 

For the purposes of the pipeline. 

Yes? 


That is quite so. 


And equally it has no value in finding the production cost? 


There would be, they may be of some value. 
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J. Morrison. 
The criticism whidh was levelled at them then? 
Yes. 
Was because they were compiled on what we call the revenue 
basis? 
Yes, that is right. 
And if my memory serves me no one adopted that ne thod? 
In the pipeline department? 
In the pipeline department? 
That is right. 
All right, This statement, Exhibit "211", which you have 
prepared, Mr. Morrisen, shows just the actual cost, there 
is nothing in there for profit for the man who is drilling 
the we 11? 
Oh! moO, Ros 
AS I understand your figures, they are actual costs? 
That is correct, cost figures. 
And one more point about these Jersey statements, these are 
annual statements, are they not? 
Yes, annual statements. 
That makes a @ifference too, doesn't it, it is the cost 
per barrel that year? 
That is true, that is the cest per barrel that year. 
It is not the cost per barrel for that well, or this well 
or the other well? 


No, 


During the time in which it has been in production? 


No, these are not cumulative figures, they are cut off at 


the end of the year. 


And will vary according to the circumstances varying during 


that particular year? 
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That is true; the purpose of this statement so far as 

Mr. Burns’ evidence was, was for the purpose of putting 

a valuation on their inventory. 

That is just what I was going to ask you? 

fe lI recall Mr. Burns ' evidence, it was to that effect. 

TO MR. HARVIE: 

Mr. Morrison, respecting No. 1 and No. 2 Sunset wells, are 
they both producing naturally now or by artificial means? 
I cannot tell you, Mr. Yarvie. 

TO MaJOR LIPSETT: 

Is the 1938 statement not available, Mr. Morrison, it was 
not available, I suppose, when these Exhibits were put in? 
Which statements? 

The Jersey statements? 

No, it was not available; I do not know whether they have 


produced the 1938 set of Jersey statements. 


MR. NOLAN: There was not one wanted in 
2959. 
MaJOR LIPSET?: So this is the last that 


is available? 


MR. NOLAN: Yes. You wi 1 remember, sir, 
that those were discarded during the pipeline enquiry. 
MAJOR LIPSETT: © : Was that not, Mr. Nolan, 

was that not simply for the purpose of the distribution 


of the indirect assets? 


MR. NOLAN: They were discarded because 
of the method used in the distribution, is that right? 


MR. MORRISON: That is right. 
MAJOR LIPSET?T: That is why I was asking 


Mr. Morrison, and if there is any error about it I would 
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R. A. Brown. 
like to have it made clear, these Jersey statements Aid 


inelude all the pipelines? 


> 


t 
r 


Oh, yes. 


But it was the distribution? 


~ 


The total figures we were dealing with were as to the 
Company's records, it was just a matter of proportioning 
those expenses as between the various departments, and at 
that particular time we were interested in the pipeline 
department; now, any variation in the pipeline department 
would naturally reflect into the Sie departments. 

MR. FRAWLEY: Or equally in any other 
depar tment? 


Any other department, it would reflect itself in the 


re 


remaining departments. 


ROBERT aRTHUR BROWN, haying been first 
duly sworn, examined by Mr. Frawley, said: 


Mr. Brown, you are producing crude oil in the Turner Valla? 


2 


> 


Yes. 


Through the instrumentality off various companies? 


iD) 


Yes. 


4, 
> 


oe) 


Perhaps it would be well to get an idea of how much pro- 
duction you were responsible for, say in the year 1938, 
approximately? 

A I would have to figure out, I can get you that figure, I 
do not know it offhand. 


Q Will you instruct yourself about that and we will put it in? 


Yes, I can gout it. 


ie 


Q But it was a very respectable proportion of the total 


production, was it not? 
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A I think it was around 23 or 258% of the total production. 
About how many wells in which you were interested were 

. producing crude oil in 1938? 
It was either, I think it was 14,I am not just sure. 


14 producing companies? 


> DD 


Yes. 
Q I mean 14 producing wells, 14 producing properties? 
A Approximately 14 producing properties. 
Now, Mr. Brown, we are this morning only coneerned with 
one aspect of our Enquiry, and that is the cost of production, 
what assistance are you able to give the Commission with 
respect to that matter, Mr. Brown? 
i Well, Mr. pee, a have given it an ewful lot of thought; 
in fact, I spent 411 day yesterday and up urtil twelve 
o'clock last night on its; it is not usual for me to WO PK 
Sundays but I tried to get this in shape, it is a very 
involved problem, I do not think there is a man living 
to-day, expert or otherwise, who can definitely tell you 
the cost of produding oil in Turner Valley. I think there 
are so many uncertain factors that to arrive at a corr*ct 
result is impossible. However, as a sean of my studies 
which I have given it, and I want to assure you that I ado 
not make that last statement with any idea of not co- 
Operating, this is an attempt to co-operate, but I know 
there are so many of these uncertainties existing, I think 
the first problem that one must know with at least @ degree 
of accuracy, is the amount of oil which would be produced 
per acre; I think that is a fundamental thing to be decided 
ts and secondly, the time required to extract that oil 


from the ground, because you have to spread over your price 
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per barrel, you have to spread your operating costs over 
the lifetime of the well, and that operating cost, if you 
extract, we will say 15;000 barrels, I might say for the 
purposes of the statement I have prepared I assumed;-I am 
very sorry I didn't happen to be in Calgary when the 

first part of the Enquiry was on and I tried to get you 
yesterday, Sir, to ascertain the allowable, the probable 
recovery that could be expected. Now, I understand that 
15,000 acres was what was more or less, 15,000 barrels 

POY ACTCsso0..s 

MR. FRAWLEY: I am sorry you were not able 
to reach me because it might have simplified it, although 

53 couldn't be of very much help, I would not have been able 
to give you any such figure on that, there was a lot of 
evidence tendered to the Commission but the Commission has 
not yet pronounced in any way which indicates what figure 
they acvept at all, so we are just starting where we were 
always on that. 

A Then, in my very humble judgment , Sir, let me say whet J 
personally think that 15,000 barrels per acre is fair, and 
IT have used that figure. I thought, however, that had 
been the figure arrived at and I am sorry if I thought 
wrong. Then I estimated that these wells would operate 
for 20 years, and based on 15,000 barrels per acre, and 
a 20-year life, I tried to fit up some figures. 

Then the next important 
factor, and I think it is as important as any of the _ 
others, is the amount of oil which that 15, 000: barrela, 


that you are going to produce by the natural forces 
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R.A. Brown. 


within the ground, and that you are going to have to produce 


eeu icially, because we tried, we have had Ir. Shaw, 

we have taken thet matter up with him, we had him up on 
two occasions as a consulting engineer for us, amd he told 
us that the minimum that he figured that we abate produce 
that oil artificially at a minimum price would be 35 cents 
per barrel, so that for the purposes sie these figures I 
set them up that we would produce 75% with natural energy, 
the natural energy in the ground, and 25% by artificial 
means. hen I set in another figure in the event that 

we could only produce 50% by natural means, and the other 
50% by artificial power. 

You just worked it out on two different bases? 


Yes, I do believe that the 75-25, probably that it may 


work out that way, but may I tell you frankly I think 
that is just a dignified guess, I do not think that anybody 
knows and I think that only time will tell. Then I admit 
that the amount of capital, I took the Royal Crest well, 
incidentally, and I took it for two reasons, and, perhaps, 
for three; firstly, it is a 40 acre lease; secondly, we 
drilled the well ourselves and there was no drilling profit 
or profit of any kind on it and I thought on account of 
that that it was probably simpler, - my learned friend 

Mr. Morrison mentioned a moment ago, that he had a simple 
case, and I think this is probably as simple and it is 
just based on these facts that we worked out. Now, 
probably you might care to have a copy. 

Yes, I would lixe to file it? 

I just got it finished before I cam up here this morning. 


If there are any minor changes needed I will change them. 
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Q Royal Crest Petroleums Limited, estimated production costs? 


A Yes. . 
(DOCUMENT PRODUCZD AND 
MARKED EXHIBIT "212.") 
WITNESS: I may say I made no 


allowande for lessee | madé fio allowance for leases in this 
statement because the aie of leases I think changes with, 
perhaps, every well in the field, and in the case 1f the 
Royal Crest, another reason I took it, the gross royalty was 
rather low on that, it is only 21%; in most of our wells 
it is around 25%. I.do think, however, that that is an 
excessive gross royalty and I did not want to use a well 
with that gross royalty which addc to the figures so much, 
econo panink It would be fair. On the basis of 15,00¢ 
barrels a day it shows that the total recovery would be 
600,000 barrels. * 
MAJOR LIPSET®: You mean 15,000 barrels per 
acre? 

A i>, 000) Varrels per acre, I beg your pardon, correct. hat, 
and at a price of $1.20, that would represent a total 
revenue of $720,000.00, and given the average daily 
production over that period of 20 years of 98.5 bérrels 

per day, you want me, Mr. Commissioner, to read out the 
details, is it necessary? 
THE CHAIRMAN: No, tha minor 

A But without making allowance for any profit At: Aw Jue t 
the return of ee it shows the cost of production 
on the basis which I have mentioned of $1.25 per barrel, 
and that is based on 25% being racovereé. by artificial 


means and 75% by natural means. Now, this well was brought 


~~ 

« 2 

\ 

or pi- 
na <- 
a ; 

’ 

- 

fi 

Sa 


wt ‘: 
‘ 
a 
res ee 
a 


, 
* 
» . 
ts 3 
tee 
ay 7 
e 
s 
i ; oH 
oe ‘a 
. Aree 
en wae 
ax Cage ae 
' 


4 
eo 4 “a 
« , ; 
r s 
a 4 
ies a 
We & 
; Lens 
: z 
4 
- oy 
= 
‘ 
’ 
, 
, 
. 
' 
r 
at coon) 
G ve 
w- et 
Ss +4 
s 
x 
tos 
cre ‘ 
~ > 
ae i 
o 


So ease 
2 

’ 
. 

. 
° 
ki 
Gas 
Les 4 


se 
\S 
es 
, 
. 
ye 
’ 
e+. 
ban. 
oa 
+ 
a 
> 
, 


we 


0-2 


ab} 


12 


R.A. Brown. -6158- 


A 


’, 
i> 


p> © 


into production in October, 1924, all the figures used 

were those costs to date, ani in the matter of acidizgation 
we have allowed an amount which is the equivalent for 

that which it has already cost us, for future acidization; 
whether that will be necessary or not only experience will 
tell. It might be more and it might be less. 

There is one other observa- 
tion that I aiso would like to make. It is based on present 
day rate of wages and only, you cannot tell just how that 
will vary over the balance of the period of time that the 
field might lest. 

MR. FRAWLEY: Mr. Brown, I am interested 
in ‘the estimate you have, that you will recover 85% of 
production by the natural means...... 

I said 75%. 

75% by natural forces? 

Yes. 

Have you any experience yourself at all there to enable 

you to give us your views about that; Turner Valley 
Royalties is still producing? 

Yes. 

And it is still being produced by natural forces? 

By natural forces. I think, Mr. Frawley; that Turner Valley 
Royalties; of course, when we drilled that well we did not 
want to get to the point where the well would be too deep, 
firstly, because of our financial inability to drill too 
deep a well, and secondly, we did not know exactly the 
structure at the time, but while that well came in at about 
850 barrels a day, I think it would still make 500 peereis 


a day open fluw, the last test we had was higher than that, 
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HM. fo DrOWN. 


put the rock pressure has gone down in the meantime. 


Well, you do not think it would produce itself out though? 
Yell, I have my own opinion with regard to what is going 
to happen with the ledge wells, that is the wells between 
the gas and the oil areas, personally, I’think they will 
all turn to gas wells and that you will never have to 
produce anything by artificial means, but the same thing, 
that is my personal opinion; wark you, but I think the 
deeper wells undoubtedly you will have to produte them 

by artificial means. 

Yes, I think the Commission will be interested in 
knowing, there have been petroleum engineers visit the 
West Flank wells? 

Yes. 

And expressed some views about whether or not they thought 
that they would have te be lifted by artificial means? 
Yes. 

And what seems to be the opinion of those people, 

Mr. Brown? 

Well, I think that that is a very easy question to answer, 
and the time, the time at which you will have to resort 
to artificial means will be entirely dependent upon how 
successful your conservation scheme is on the gas in the 
structure; if we had continued to waste gas like we were 
Going in the pest it would not have been very far away, 
but I do think that we will get very beneficial effects 
from the closing-in of that structure and the efficiency | 
of the conservation I think will have a lot to do with it. 
Assuming that the Conservation Act and the Orders made 
under it will be effectively administered, rigorously 


administered, and that the field will be producec properly 
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and efficiently, then what is your opinion as to how 
much of the crude oil in the ‘lest Flank wells can be 
produced naturally? 

I want to tell you. quite frankly I am not capable of 


passing on that, Sir. ly experience has been limited 


envirely to the Turner Valley field and information I get. 


is only from conversation with those who are supposed to 
know « ido. not. 

These people who were supposed to know, did they think 

that with strict conservation of the gas energy in the gas- 
Sap that these wells might produce themselves out without 
any artificial lifting? 
No, sir, I have never heard; I figure that the 25% which 

I have put in is a fair estimate. It may prove to be 

50%, I have heard it discussed that it is 50, and Mr. Shaw, 
1 discussed it with him, that, he thought it would run 

mom 25 tO 50... Now, there is a point that comes in 

there, Sir, it depends entirely upon what your oil is 
worth at the finish; there comes a point of abandonment, 
when you abandon the well is when you cannot make any 

more money out of it, that is where it costs you more to 
produce it than what you are getting for it, and your 
production by artificial means would last quite a bit 
longer if the price were $2.50 a barrel, you would continue 
to produce by artificial menns longer than you would if 

it was $1.25 a barrel, because you would be forced for 
economic reasons to aban‘on it at an earlier date. 

None of the crude wells in Turner Valley have produced 
themselves out, have some, I do not think they have? 
NO, £ do not ae TI think our 2B. & Be Welt Ge 


getting as close as any, it has dropped very badly but 
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they are still all producing by natural means. 

The reason I ask was to see again if there was any 

evidence there that would assist us, what do you say 

about the B. & B. well, does that help you to came to 

the conclusion what would be produced naturally? 

No, it takes me to the conclusion that I mentioned before, 
that the ridge wells are turning to gas. 

And B. & B. is one of those? 

Yes, the oil and gas ratio is getting up to the point 

where it would be declared a gas well before you would 
produce by artiricgial means. 

This is the only statement you have brought? 

It is, but Ithov.ght it would condense what i have to say. 
Without putting you or your companies to too much trouble, 
this appears to aes been rather completely worked out, 

could this sare thing powdons Sor bear other wells? 

Meade eone: it,; the reason I done it the way I did, Sir, 
was, it dces not make any difference what well you take, 

what well you apply it to, once you take the basis of 

tee000 Derrels per acre. 

Yes? 

Then it doesn't make any difference, then it is the same 

fers practically all wells 

Well, but your costs though, your direct costs here were 
#549,000.00, and indirest costs brought it up to $754,000.00, 
those costs would not be the same? 

They would vary a little, they would vary 4 little with 

the price of the well, but they, they would vary a little 
with your operating costs. Now, I do not think there is 
sufficiens difference that we need get tc any set of figures, 


if you are satisfied that 15,000 is a proper figure, 
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15,000 barrels per aere, and 20 years is a reasonable 
length of time within which to recover that amount of oil. 
You have to start with some original assumptions? 
Yes, you have something to base your figures on. 
and that is your best opinion and that is why you took it? -- 
Yes. oe 
{mean you are rather inclined towards-that perticular 
Ccpinion? 
I am inclined, Sir, and I thought, however, - and perhaps 
it was an error, I thought that was arrived at by the 
Board. 
You assume for your companies, take one of these assumptions 
and then you work it out from there, but will not these 
other costs be different, that is what I mean? 
It will not vary very much; I mean the cost of drilling ron 
your well may vary $10,000.00. 
AS lit tle as that? 
I do not think it will wary over that. 
Wages, $165,000.00? 
vem §that is for 20 years, you see. 
You think they will 411 work out? 
I think they will run fairly close. 7 
Administration, $50,000.00, that is, of course, an estimate, 
is -Dtunot ? 
No, that is taken on the actual cost. You see, we allow 
so much e month. I took exactly whet it cost us since the 
well came in, since October, 1924, and I have taken the 
actual cost and worked it out on the basis of £0 years. 
But these administration costs, any way you look at it, is 


a varying amount, is it not? 


er 


It is a varying amount, your administration will not get less, 
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and it will probebly get more, if you go into artificial 
production, it will probably be more than it is now, and 
I think what it hes cost us is pretty fair over the 
average. I made a note, Mr. Frawley, on the bottom, I 
made a note that I thought 10% interest on the investment, 
and in the upper figures you notice we take aare of the 
repayment and the recovery of capital, the actual capital 
invested, and then I think whatever is a fair profit for 
& company to make is something that the Commission should 
state, but I did set it up on the basis of 10% per annun, 
which I do not think is excessive. 

And you have arrived at a cost of $1.25? 

Yes. 

rer barrel? 

Yes. 

Now, you say in Note No. 4, "Interest at 10% per amum 
on capital Porte iparea” would inerease the cost per 
barrel by 56 cents, leaving out the decimals, is that 
what you mean? 

Yes. 

Would increase the cost per barrel by 56 cents, leaving 
out the decimals, as I say? 

Yes. 

and if 50% of Pees, is by artificial means rather than 
the 25%? 

Yes. 

The cost would gs up 8 cents? 

Yes. 

And in your figure of $1.25 per barrel, have you any 
income tax? 


No, no tax there. 
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No ineome tax at all? 

No. 

And had income tax been included it would ee a it up: 
another cent per barrel? 

Yes. 

You have excluded the cost of the leases? 

Yes, excluced the cost of the leases, because I think every 
dease, perhaps, would be different, and IF think, I thought 
1% was a very difficult thing to hendle. 

Well, then, all right, but it does not really give the 
complete picture’ of the Royal Crest cost then, does it, | 
the Royal Crest didnt have their leases presented to them, 
aid they? 

No, they didn't just have them presented exactly but the 
matter of the cost of the leases, it is a pretty difficult 
problem to handle. 

Yes, but some of these leases in Turner Valley were bought 
at auction at considerable amounts, were they not? 

But a lot of your costs of the leases are unpaid, Sir, the 
reason I didn't do it, it was not not to make a complete 
picture but part of the cost of that lease is included 

in this gross royalty, for instance. . Now, that happens 

fo pe aC. & E.. lease; the royalty to the 0, &#..1is 

124%: the people who held that lease raised that to 214%, 
the difference between the two. 

Me C. & BE. royalty is 123%? 

Yes, that is 123%, and then the balance plus certain cash. 
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In lots of cases this royalty represents a material part 

of the cost of the lease, the inorease in royalty from 

the difference between the Crovn royalty and that what is 

charged. 

Leases pass in variocties of ways, of course. Sometimes 

they pass for a nominal consideration, reserving a royalty‘ 

Yes. 

So that it may very well be thdt in the Royal Crest case 

that there would not be much, if dnything, excluded? 

I do not know exactly. There was some other cash consider- 

ation, but I thought for drawing up what you wanted, which 

is a statement showing roughly whet the cost of producing o11 

was, I did not want to make it mare involved by adding 

Something else. 

IL see what you mean. It may be in certain cases then, there 

would be no cost of leases, it would all be properly reflected 
in the amount shown under the heading of "Gross Royalties"? 

In some cases,yes sir. & number of our leases are like Mr. 

Morrison said in their case, 25% gross royalty. & number of 

our Brown wells are drilled on a 25% royalty. 

Then again in other cases there are certainly both. ‘There 

is the cost of the lease which might be considerable plus a 

royalty reserve? 

T noticed in Mr. Morrison's statement, if I have it correctly, 
it included leases. He does set up his royalties. But this 

figure, the difference between the 10% Grovin royalty and 

the 25% royalty is really part of the cost of the lease. 

You are referring now to Mr. Morrison's statement? 


Yes. That is the way I would figure it. I my be right or 


wrong on that, Mr. Morrison. But that would be my thought. 


All I am pointing out, Mr. Brown, is Mr. Morrison has set 
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up his cost to show something for the cost of the leases; 
some money in the cost of the leases and then in addition 
to that he has shown reservation of royalties 25%. 

That was just a question that I did not understand. Tt 
think that the excess royalty, that is the 15% difference 
between the Crown and the 25% that is what they would pay 
for the ed's8s, that is the cost of the lease? 

Yes, thet is right. That can be very properly construed that 
waye This is the only well you have taken as you say you 
think that as far as your 14 properties are concerned these 
figures would be pretty generally applicd to any of then? 
That is just a good average figure. This is worked out 
exactly insofar as that well is concerned, and I think 

that is pretty close to them all. 

And thet means it has cost you ‘31.25 to produce and you are 
Dern 2l.20 for it? 

eo is over a period of 20 years, Mr. Frewley, that is not 
what it is to-day. I do not think we should view it as to 
what it is to-day. We have to take the view of the cenmplete 
picture, what it is today and at the end of operations. 

I do not want to be misleading. Your ave being paid $1.20 
for that oil? 

Yes. 

The sale price? 

Yes. 

Are you able to say - you are not able to say what it is 
costing you to-day, what to-day's cost is for that? 

To-day we have an allowable - you notice it works out 98.5 
barrels is the average over the 20 years. To-day we have 


an allowable of 208 berrels. I believe that is the last 
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R. A. Brown. -6167- 


allowable. 

a Yes? 

L So thet to-day we Ba tA Ke a profit.on 208 barrels. 

Q Yes, but are,you averaging cut your production for 20 
years at 98.95 barrels? 

4 Yes, you would have to do it. 

Q Then producing roughly 100 barrels per day over the next 


eecers, it 1s going to cost you 41.257 

A Yes. ie are taking our 208 barrels per day, and on ee basis 
we can make money to-day. 

() But you go from 208 down to, all the way down to 98? 

A mou ,are going to get down to where you make nothing, and you 
are going to stop producing your well when you cannot make a 
dollar. 

Q me means it will cost you 91.25 to produge it over the next 
20 years? 

a Over the lifetime of the well. 

& There would have to be offset against those costs over the 
next 20 years a large variety of posted field prices, I 
presume? 

4 Zt works out to this. ‘Je set up your position, you set it 
up on a barrellage basis. You have to do that. If you are 
setting it up on a revenue basis, that is equivalent to a 
barrellage basis because there will be a time When you 
cannot set it up very far. You could not write off your 
capital at the end of your operetions. But when you are 
writing it off if you are making a profit, you are writing 
it off in a greater proportion with a larger allowable. 
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R.A.-Brown. 


CROSS-EXAMINATIOU OF H GLi VITMESS BY iR. NOLAN. 


c There are only one or to things I wish to ask you. és 
f understand it this $1.25 per barrel is the average cost 


per barrel over the whole period that you have taken’ 


A Yes. 
Q It does not take into consideretion the oost of the lease? 
A No sir. The only consideration in the cost of the lease is 


that the royalty in excess is part of the cost of the lease. 
Any royalty you pay in excess of the Crown grant or say for 
instance over and above the C. & #. royalty, really is 


an extra consideration and is part of the cost of the lease. 


@ vas the lease in this particular well acquired on a royalty 
basis? 
A There vas some cash and royalty. I did not deal with it 


for one particular well. The reason I did mt put in the 
price for the lease itself is we have paid as high as 
$50,000.00 for a lease and royalty. te have paid $50,000.00. 
I am sorry, we paid w25,000.00 for a 40 acre lease not so 
very long ago, and then a certain weli threw the lease out 
of the picture and it is no good at all. I would sell it 


for $1000.00 to-day if any of you boys want it. 


Q You say the “vdluc of the lease is such an uncertain factor? 

& res. 

Q Theat it is not in your opinion profitable to take it into 
Gonsideration on a computation of your kind? 

4 No. 

g But it would increase the cost per barrel? 


A The 15,000 barrels per acre, you ere not going to get that 
nut of every well on 40 acres in Turner Valley. But that 
will probably be your average. 


« There are such things as dry holes? 
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R. &£. Brown. 

Lh Yes, there are some that you are not going to get it out 
of. '6 completed a well and it cost us 185,000.00 end 
we cannot get it to produce at all, because we cannot get 
sufficient gas. ‘ie have Dr. Boatright doing some work for 
us and we have some hope of some recovery. But we have 
spent $185,000.00 on that. 

Q Is thet the Number 3? 

A Well I would rather not mention it. 

a The Number 4 was a dry hole? 

A hamper 3 we are working on that. It was a dry hbdle: 

al Does not the cost of producing o11, should not those producing 
wells tear part of that cost of no recovery in those wells 
you have mentioned? 

4 I have listened to that argument. Tht may be true with 
your Company, but supposing you organize a company and it is 
feey &@ One Well company and it is a failure. 


al Yes, then what would you do? 


D 

A You have a failure. Then you must not give credit to the 
company that has got a lot of wells. Ina case of a company 
with one well it is through. Ina case of that kindwe 
cannot give you the credit ang we cannot take the oredit 
eurselves for their loss because we did not make the loss. 

( But equally with a big company opersting a number of wells 


that must be taken into consideration, the money lost in 


dry holes? 
A I think you are correct. The situstion is different in that 
Case. 
Q But because you have a one well proposition here in respect 


of these different properties of yours? 


A Yes. ‘le have an emalgamation in some cases. But in some 


cases they are just a one company ar ro tis 
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R. A- Brown. 


£> 


herve there is an amalgemtion you have not mde any effort 

to find out what the picture is in respect of the amalgamation 
of properties? | 

A No. 


You do sey, Mr. Brovn, thet you do not think we ean arrive 


Fe 


at a correct result as to the cost of production because of 
the uncerteinty of the fedtors? 

4 I think there are so many factors you cannot pre-determine 
that it is impossible to arrive at en absolutely accurate 
figure, or anything like an aceurate figure. I tried to 
drew @ picture in the light of the experience that we have 
had and it is very limited. But in the light of our exper- 

ience I tried to draw a picture and I think these figures 
revere sevting out are re: sonebly fair. 

“, meu take <0 years es the life of the field? 

4 Yes, but I mey be evay out on that. 

C But you take thet as en estimate of your own, do you? 

& Yes, The mein factor is the recovereble per acre. If it 
only tekes 15 years to recover then the price is going to 
be less. If it takes 25 years to recover that price per 
barrel is going to be more. But the importent figure is 
the amount of oil you can recover per acre. 

Equally there is some importance to be attached to the 
length of time it tekes you to get it’? 

rc Yes. The next importent figure is the time it takes to 


recover thet oil. 


% This, after ell, is e very new erude oil fielc is it not? 
és Yes. 
C The first erude oil well of which you vere the ciscoverer, 


came in in June 1936? 


4 Yes. 
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R.A.Brown. 


That is not three years ago yet? So it is hard to say 


E> 


what is going to happen in the next 17 or 18 years? 
b Mee, Lt is hard. “ith regerd to the 15,000 barrels, on 
this particular well, the Royal Crest, it came in in October 
1957 and we have selready recovered approximately 3000 barrels 
per acre from thet well. 

Q The production went down in some of your other wells very 
considerably after they came in? 

b Ye found the greatest loss in production on the DdDorder wells. 
Turner Valley Royalties has not gone down very fast. 

c And conservation makes it difficult for us to know what these 
Wells are capable of producing does it not’? 

A Mee, YOU ars quite right, sir. 
wees ieure tien, of $1.25, Mr. Browh, is, may I say, the 
minimum to which other additional expenses would have to be 
added including the cost of the lease’ 

4 I would not sey it is the minimum. I say it is a pretty feir 
figure. I think it uekes provision for everything. The only 
thing it does not make provision for is eny profits for the 

people who put their money in. I have provided for that 
lower down. 

Hi To that figure of 41.25, if there was to be a profit, there 
would be a cost cf 31.00 and approximatcly 81 cents per barrel? 

A Yes. 

©  &dded 56 cents. snd the same is true of Income Tax 1 cent? 

4 That is a small amount. That will vary. If you allow that 
figure at 5%, that will vary. 

e All right, Mr. Brown, thank you. 

& Me. COMMISSIONER LIPSETT: Your figure, Mr. Brown, was 
based on a daily production of 98% barrels? 


A Yes, that is the average production. That is taking IS, 000 
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R.A. Brown. 
barrels per acre on this well over 20 years. That is as 
I told you before wh t you might well term a dignified 
guess because ve do not know whether we will get it out 
in 15 or 25 years. I do think, however, thet the 15,000 
barrel figure is the all-important figure, beceuse if we 
would estimate the Turner Valley Royalties ona 40 aere 
lease we would e@lready have recovered, they drilled ona 
20 acre lease, but inasmuch as they had no offsets I do 
not think we should consider it on a 20 acre lease, but 
rather 40 acres, which is what your well will drain, we 
have already recovered from that vell based on that, 
12,624 barrels per acre. 

" In what period? 

y.) That is since June 16th, 1936. The well has’ produced 
Slightly over 507,000 barrels. 

f) In this case of yours, the Royal Crest, you say your present 
allowable is around 200 barrels? 

4 208, sir. 

0 And if that continued you would get your recovery in 10 
years? 

b I do not think it is possible for thet to continue. It 
would not make any difference. ‘ve ere fixing that recover- 
able at 15,000 barrels per sere. If we got it out in 10 
years then thet would be the lifetime of the well. I 
hope it is not, however. 

K Then, of course, you would get it out for a lesser cost? 

4 If you gct out 200 barrels over 10 years thet would give 
us 15,000 barrels, but during the winter time we got out 
101 barrels per day. ‘Je only got the 206 a few days ago. 


In fact it just sterts in to-day, under the new allowable. 
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R. &. Brown. 


Q The effect of that ~ just to take the figures - the effect 
of it would be if 200 barrels were continued that your wages 
figure would be half? 
b Pievould be just exactly half, yes. 
Q And the same would apply to administration? 
A Yes. 
i “ould it apply to any other figures in your list? 
h It would not make any difference to the amount allowed for the 
royalty figure. It would not make any difference to acidization. 
It would cut your waeses, supplies, miscellaneous and adminis- 
tration. It would not touch your surface rights, or your 
iesasé rentels, or taxes. It would eut off some depreciation 
and obsolescence. It would probably cut that. Recovery of 
capital expenditures, it would not change that-at all. It 
would be a larger figure, your recovery of capital of 25 cents 
yer berrel. 
2 wxeept as far as your capital is concerned you would get it 
back in half the time? 
& “Ye would get it back in half the time. I think the matter 
of 10 years, fased on our experience of Royal Crest, or not 
the Royal Crest but the Turner Valley Royelties, which hss 
been running since June 1936, it camo in at 850 from the wellk 
through a one inch orifice for the Government test. I think, now 
I believe the figure is 450 barrels per day» I my be out 
Peete on that. I know it is over 400 barrels per day, I 
think thev ell will make at open flow, well over 500 and 
it would not surprise me if it made 600. ‘So I feel satisfied 
that the lifetime is going to b¢« well over 10 yoirs. I am sure 
of that. I think that the figure of 20 years will be closer. 
The last 10 or 15 years the production will be down @ lot and 


your cost per barrel will be high. There is still oil there 
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R. A. Brown. 


and I think you will be still producing it. 


are 


The possibility of wells making any money then to some 
extent depends upon the number that are actually drilled, 
i suppose? If you are cut down very much in the elloveble 
it increases your expense very ¢onsiderably? 
L mococs, per barrel. I think that is what we are going through 
now, is just an interim period. tell may I put it another 
Way. I cannot imagine thet a country that is importing 
970,000,000.00 worth of oil a year is going to let its oil 
go unsold. I think we are going to find a market for this 
Oil, and when we do these figures will all be changed. 
a) ell suppose it is found, et the present priee you could 
make a profit? 
z) Could make a profit. 
t) Does the B. & B. well you have mentioned a2 few minutes ago 
give any help in estimating the cost? 
& No, it does not. It only confirms me in stating that these 
border wells will turn tc gS. The B. « Be at one time 
was allowsd at 1500 barrels a day and did make that. Wow 
to-day the otl-gas ratio is away up and I doubt if the 
well could make 200 barrels a day.e At least it could not 
make over that. On the other hand Turner Valley Royaltiss, 
which happens to be very close, within helf a mile of it, 
but deeper structurally, that is lower below sea level about 
_$00-or 400 feet, down the slope of the structure, the decline 
in that well has only been from 850 barrels to 600 barrels. 
That has been in ae considerebly longer period of time, and it 
has produced probably two and a half to three times as much 


oil. 
& You do not think the B. & B. would be of any help to us in 
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R. A. Brown. 
Re. d. Gathorgood. 


estimating the cost of producing crude? 
b No; I think it would be bid to take it dh becausd th 
the light of everything we know now about the field 


it is an improperly loceted well. 


25) 


Too near the gas? 
A Too near the gas line, yes six. 


MR. FRAWLEY: Thank you, lize Brown. 


oervreeeeewsetoseeotcees 


ROBART JOHN GhTHsRGOOD, 
having heen duly sworn, examined by Ly. Frawley, testified as 
follows:- 
ft: Mr, Gatherzood, wht company are you interested in? 

A Hyio Oils. 
And whet are you in Hylo Oils Limited? 


Managing director. 


te 

A 

q Hylo Oils is producing from how many properties? 

4 Just one well. 

q Where is thet? 

A fete im the North half of 12, Section 4, Township 19, 
Range 2, West of the 5uh. | 

2 It is producing what sort of petroleum? 

4 Mixed, part crude and part naphtha. 

© ‘ell the gravity is now running what? 

A 58.40. 

q 08.4 A.P.I.? 

Yes, 

That is almost naphtha. if net naphtha? 


Yell, no, I think it is about three parts crude. 


a re ll 


You are paid in any event on the basis of the posted field 
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R. J} Gathergood. Toe 


price which gives you 2 cents mo-e for every degree of 


gravity? 
4 Yes. 
i And what are you obteining per barrel for this 58.4? 
A ere it Veries Tro @l.48. to 31.50. 
: From »~1.48 to 41.50 per barrel? 
A Yes, according to the gravity. 
G Now how long has that well been producing? 


A About 7 years. 


5) 


7 years? 


4 Yee. 

Q “hat is your production from it now oompared to whet it 
ves 7 years ago? | 

4 It has been declining almost ever since the well came in, 
about oh, perhaps two barrels a month. It is now producing 
about 6 barrels a day. 

6 Are you able to give us or the Commission any idea what 
it is costing you to produce? 

4 In 1938 the well produced 3,209 barrels, and the expenses 


to produce that were 14,347.00. Therefore to produce one 
barrel of oil it costs 1.65 per barrel. 

G Now what is in the $4,547.00? 

A The expenses are in that »4,847.00. That is just the 


Operating expenses. 


Q Nothing in there for your leases or anything? 

b No, there is nothing in for leases. 

C: Any depreciation? 

4 No. 

5 Royalties? 
we lo, there is no royalties. There is just the expenses and 


what it produced. 
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R. J. Gathergood. SO Lilie 


Q I do not know that your figure of $1.35 for the year 
-1958 is of any great help to us. You have not got in 
the things which it seems agreed should be down against 
your cost? 

my I see. ‘Yell I did not know really what we would be asked. 


Yell it would be rather a task for you to prepare an account 


Q 
with the cost figures, and in view of your very small pro- 
duction I won't ask you to go to that expense. Your oper- 
ating expenses ran around 41.35 »er barrel in 1938? 

A Yes. 

C And whet was the prige you got in 1938, or were there 


variations? 


& Poeveried from 21 .40-to 41.50. 


G Just tithin tht small range as the gravity affected it? 
A Yes. 

Q But the posted field price remained the same? 

4 Yes. 


G And that was about 31.48 to 41.50 you got? 


& Yes. 


CROSS-EXAMIN! TION OF THS Salis VITNSSS BY Mi. NOLAN. 


Q Did I understand you to say the cost of the leases was 
ineluded in this* 

4 Poe it is not included. 

& “ere they paid for in stwres or in money’ 

A They were paid for partly in shares. 

And partly in money’? 


A Pecvls is money. 


a And that has not been included in this cost per barrel? 


A No, it has not been included in this cost per barrel. 
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R. J.Gathergood. 


9, 


=? 


con) 


And it was a econsidereble cost TI take itt 

Yes. | 

ea bee sia yt The cost of drilling even is 
not there. 

ine Gest Of d7111Ling? 

Mi. NOLAM: That is not there? 

Mes) TRA Mey: It is not there? 

No. Oh no, tHe cott of drilling. It coct us »231,800.00. 
WR. NOLAN: What you are giving to Counsel 
for the Commission, Mr. Gathergood, is the opereting costs 
Ls it? 

Yes. 

There is no capital expenditure there at all? 

No. 

The Hylo well came in 7 years ago? 

Yes. 

At vihet rate of flow? 


‘ie could have produced about 250 barrels per day when the 


well came in, but conservation came in just at thet tine 


and they cut us down to 144 barrels per day- 

That was the first conservation? 

Yes, thet was the first conservation. 

Then we got rid of thet and vhet did the well produce after 
that conservation went out of existence’ 


Well we still worked it under the conservation practices. 


We did not alter it very much. We still worked it umer that. 


You had an initial flow of 250 barrels a day? 

Yes. 

And nov’ you are producing about 6 barrels® 

Pes. that is it exactly. 

Poe SRE LAY: The title of that might be 


"7 years on the Gas-cap." 
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Mm. FRAWLSY: I expected a great many 
more people here this morning, and tw tis all TI have, 


Z will try and get some more this afternoon. 
(At this stage the Hearing was adjourned until 2 P.M.) 
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JABS LUROY SADLWIR, having 
been first duly sworn examined by Mir. Frawley said: 
Q Mr. Sadleir, you are connected with the Renfrew royalty 
Company, Limited? 
Tes. 
The 011 Investors Limited? 
Yes» 
The Richfield Royalties Limited? 
Yes. 
fhe Gentral Oils Limited? 


Yes. 


i a ee a a ee. ae 


Now those are all affiliate companies? 
Yes- 


would you just briefly explain the relationship one 


with the other, if there is any relationship, in con- 


nection with the production of petroleum either crude 
Or naphtha in Turner Valley? 

| vA) Well they are not related, in this way, that each is a 
separate company but they have been wea the same 
direction of Way becker. 

They are under the direction of iir. Fay Becker? 

Yes. 

Does each company operate different propertics? 

Yes. | 

jhat property does the Central Oils Limited operate? 
That is the snaconda No. & well. 

And the xichland 3? 

That is Gentral Gils, Richland 3. 


Peel Oils Limited. is Richland 37 
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You are correcting yourself then, are oer) 

The firat was Oil Investors. 

No, I started off with Central Oils Limited, teally going 
backwards? 

Centrrl Oils Limited operate--~ 

Take Richfield Royalties Limited first, it operates? 
Richland 2. 

Ull Investors Limited operates? 

Anaconda No. 2. 

And Renfrew Koyalties Limited operates? 

The Kenfrew well. 

Now each of those to begin with, begin with one and tell us 
what the company’s operations are and what you can tell us 
about their cost? 

The Oil ie osber sy the Anaconda No. 2 is the oldest. 

Yes? 

That well I believe was completed in February 1955; it has 
not been producing for at least a year and a half; there is 
some gas being taken from it now, just for fuel purposes. 
It is not at the moment. a commercial proposition? 

No, anc has not beer for two years about. 

So you are not able to give us, and perleps it would not be 
of much value in any event, what its cost of production per 
barrel was at the time? 

No, it just petered out, that is the way it worked, it got 
down to where it was not worth operating. 

The next one you might want to speak about? 

The Renfrew. 

The Renfrew Well, yes? 


It was completed in the Spring of 1937 but it has never been 


a commercial producer. 


Nope < 
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So that the same thing applies with respect to that? 

The same thing applies, I do not Suppose we have got 

meO baryvols of Gil out of it all told. 

Those two wells then represent, certainly the kenfrew 

well, represent a capital loss? 

A capital Loss. 

And are you going to tell us that that has been tsken care 

of by the other companies you are about to speak of? 

No, it was financed on the basis of royalties and the 
royalty holders unfortunately had not, I do not think there 
has been any return to them. 

The loss has fallen upon the royalty holders? 

Yes, largely. It has coat us a lot of money for the produc- 
tion equipment which has never been realized upon. 

That leaves Richland 2 and Richland 3? 

Yes. 

Tell us about those then, Richland 2 is operated by Richfield 
Royalties Limited? 

Yes, that well was completed in, let me see, about a year ago 
now, ir. Frawley. 

Yes? 

But, oh, it made around 12 or 14 barrels, it made 50 barrels I 
guess to start with for a time and then it seemed to shut off 


and we acidized it and it dropped down to about lo. 


Was that crude or naphtha? 


That was crude at the time but then it remained closed in for 
some three or four months and we acidized it again about two 


months ago and it has been shut dom ever since, it just doesn't 


produce so we have never had, gotually had a month's operations 


on it that we gould work on, it ig very largely a loss on it. 
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You gave me this information which I might perhaps put 

on the record, for the month of August 1928, is that the 
firs Month of production? 

That would be very close. 

To the first month of production? 

Yes 

You advised me that operating costs were; wages $564.50, 
you might just check that with your letter to me of the 
10th of January? 

Yes. 

I will repcat, wages $234.50, supervision $150.00, sundry 
GOO.;50, accounting $75.40, total $793.40? 

Yese 

Now of this anount production ucecounted for podl.9o, 
leaving a shortage of expenses of $461.44? 

Yes- 

And for the month of September 1958 a mortage of expenses 
of G323.71?7 

Yes» | 

What has been the situation since September 1948? 

It was closed down and remained closed from October until 
February. when we re-acidized ite. 


And what happened then? 
Nothirg happened at all; the little bit of production on 


hand was sold in March and nothing further has been done 


with it. 
Then you have advised me that production amounts to about 


12 barrels per day? 


Yes. 
An@ that production will do little more than provide for one 
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J«LeSadleir 
man and take care of the taxes, surface rights etc? 

A Yes, we took somewhere between 10 and 12 barrels per day 
from it from September on until about February, I think 
there was an accumulation of some 800 oda barrels during 
that time. 

Q i seo? 

A But after we acidized we couldn't get it to operate at all, 


so there has been nothing dono since. 


Q That is not u commercial proposition at all then? 

A No. 

Q Then there is one remaining, Richland No. 3? 

A Yes 

Q Central Oils Limited has Riehland 3? 

A Correct > 

Q, Now just to run over the figures which you gave me, on the 
10th of January, you gave me for the month of August 1938, 
costs, that is the operating costs? 

A Yes. 

Q Were $466.57? 

A Yes. 

3) And that seles were able to take care of that in full; that 
for September 1928 operating costs were 585.68 and produc- 
tion and sales provided only $276-51, leaving a shortage of 
$309 179 

A Yese 

Q Ana whet is the situation there since September last? 

A This well was closed down in, I think it was the end of 


September or the middle of October and it has not produced 


anything sinee that times 
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Q So that of course you have not even attempted to find out 
what the approximate cost is, I mean including drilling 
costs and so on? 


A No I have not. 


Q Because the wells have becn failures? 
A There is no value in them. 
Q This is just depart ing for the moment from this, but while 


you are on the stand, we will probably hear more of lir. 
Becker's operations when we come to discuss refining and 
marketing, I take it his refining and marketing Operations 
are obtaining sources of supply other than from these wells 


he is interested in? 


A YeS 

Q He is just buying crude oil? 

A Buying, yes. 

@ So that you are not able to offer really any assistance to 


the Comnission? 


A No. . 

Q As to what the cost of production is? 

A It did not seem to be of any value in this at all, Mr. 
Frawley. 


Q And those are the only wells of wnich you have knowledge? 


4 Those are the only ones that we have any interest in. 
Q Any association with? 
A Yes. 


TO LiR. NOLAN: 
Q@ hr. Sadleir, I forget whether you told us or not, what your 


position was, you are Secretary? 
A Secretary. 
Q Of these various companies? 
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Perhaps you know from your position ag secretary what it 
has cost to drill these wells, Mr. Sadleir, not perhaps 
precisely but approximately, take the Anaconda No. 2, which 
was completed in February of 1935, what would be the cost 
of drilling that weil? 

If my memlory serves me right it was something over 140,000. 
Did ttt include the cost of drilling eq ipment? 

Well we had the equipment on hand I believe, there Hight 
have been, oh very largely I think it would include ‘that. 
And that well came itn with an initial production of how 
much? 

I think it was right up around 500 barrels. 

And that was in February 1925? 

Yess 

Is that so? 

Yese 

And it stopped producing about a year and a half ago? 

Well it got down to a very small figure about & years ago. 
And in the last year anda half it has produced nothing? 

Mo thing through the separator, nO» 

And then the Kenfrew well, can you give me an approximat ion 
of what that cost to drill? 

~ do not know the figures exactly, wir, Nolan, but I believe 
the cost was very close to the Anaconda. 

About the same? | 

Approximately the same, both, the two of themy approximately 
the same depth. ites 

And what about Richland <? 

I think that cost a little more money, there was difficulty 
there. 


There was adiffictilty in drilling? 


os 


C93=2 
j.L-Sadleir CLT 
A Difficulty. 

Q You mean lost tools? 

iy Vell through casing i believe. 

Q The casing dropped in the hole? 

A Yes, something like that. 

Q . And it cost more than $140,000? 

A Yes, I think that cost would run nearly ¢160,000. 


And Richland 3? 


£ 


A Oh no, I don't know exactly, I don't think that has been 
fully completed.- 

0, But it cost about the same money too? 

A In that neighbourhood. 

Q You drilled down to the lime? 

A Yes. 

0, In the neighbourhood af 140 or 160 thousand? 

4 Between 140 and 160 thousand. 
MR. FRAWLBY: Now, Mir. Chairman, through a com= 
bination of circumstances, one,that I only arrived this 
morning at 8 o'clock and secondly, this is Arbour Day and 
thirdly due to am announcement in the newspaper, sone 
veople have been taking it as Arbour Day, and the fact that 
it has beem announced in at least one newspaper consistently | 
thas we would not be sitting until tomorrow, those circum- 
stances have laft me unayle tc proceec any further today. I 

am sorry because J am anxious now to use up every single day,- 

as I am sure the Commission is,- and as I am sure my learned | 

friend is,- in asking for the adjournment now until tomorrow 

morning I am going to join with that an urgent request to my 


learned friend as one of the chief producers in Turner Valley 
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to gomplete his material as soon as he possibly can. 


MR. NOLAN: You mean the chief single pro- 
duaer? 
MRe FRAWLEY: I would say the chief producer 


in Turner Valley. 


THE CHAIRGAN: Well there is no objection I sup= 
pose? 

LiR. NOLAN: 2 eNO My Lord. 

THU CHAIHMAD: Then we will adjourn until tomorrow 
morning. 


(The Hearing was here adjourned to be resumed at 10:50 am. 


May 2nd, 1939.) 
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URE LIB RY 


ll In il q Te Province of Alberta 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


; Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


LR. LIPSETT, ESQ. 


Session: 


Pe ALCARY. Alberta. way ena 1959 


VOLUME! 


VOLUME 51 - May 2nd, 1939. 
WITNESSES; 
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"213 - Statement produced by the witness F.F.Reeve 
showing cost of production for Commoil No. 
1 and No. 2 wells end Command No. 1 well. 


"214"- Statement produced by the witness F.F.Reeve 
showing costof production including cost of 
lease and drilling in referemce to Commoil 
wells No. 1 and @. 


"215"- Statement produced by the witness F.F.keeve, 
profit and loss account, re Commoil Ltd., 
with statement of assets and liabilities 


attached. 


"216"— Profit and Loss statement produced by the 
witness F. F. Reeve re Command Oils Ltd., 
with statement of assets and liabilities 


attached. 


"217"— Statement produced by the witness William 
Ireland showing costs of production, Model 
Oils Limited. 
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Document produced by the witness William 
Ireland showing production costs re Mercury 
Royalties Limited, 6217. 


Statement produced by the witness William 
Ireland showing costs of production Century 
Royalties Limited. 6221. 


Letter produced by the witness @. H. Goodwin, 
showing production costs, British Dominion 6225. 


Booklet produced by the witness Robert 

Wilkinson showing cost of production Sterling 
Royalties, Carlton Royalties, Globe Royalties, 

and National Petroleum Nos.1 and 2. . 6229. 


Statement produced by the witness Rnbert 
Wilkinson showing cost of production Sterling 
Royalties Limited, tg 623%. 


Statement produced by the witness Robert 
Wilkinson showing cost of production, Carlton 
Royalties Limited. 6231. 


Statement produced by the witness Donald FP. 
Rogers showing vost of production Sunburst 
Nose Ly well. 6242-6 


Statemsnt produced by the witness Donald F. 
Rogers and prepared by Mr. H. i. Howard, 
CeA., ve Sunburst O11. Company Limited. 6242.6 


Statement produced by the witness Kk. W. 
Brake, showing production and revenue of 
Davies Petroleums well Nos.1l, 2 and 4. 6254. 


Statement produced by the witness Alexander 
MaclWWilliams showing produetion costs re 
Royal Canadian Oils No. 1 well. 6255. 


Statement produced by the witness Alexander 
MacwWwilliams, showing production costs 
Royal Canadian Oils No. «< well. 6257. 


Statement produced by the witness Alexander 
MacWilliams, showing production and total , 

cost until well is depleted, Royal Canadian 

Cie Now 2) wells R258. 


Report of Joseph S. Irwin, consulting geolo~ 

gist. dated 23rd December, 1988, in reference 

to Royal Canadian Oils, produced by the witness 
Alexandez Mac'/illiams. 6259, 


tatement showing the estimatea cost for the 
Lifetime of the field of Royal Canadian Oils 
well No. 2, produced by the witness Alexander 


Ma cWilliams. 6260. 
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Exhibits. 


N2da"— Statement produced by the witness Thomas 
Humphries showing estimate of cost of erude 
oil to date of exhaustion, Share Royalties 
Limitec. 


"233—Statement produced by the witness Harry M. 
Mack and-prepared by Villiam Ireland, G.A., 
shoving production of well, Sovereign i 
koyalties Limited, to Nov. 80th, 1938. 


m204"— tetter dated Sept. 14th, 1937, from Royalite 
Oil Gompany to Century Royalties Limited, . 
pn rererence to cancellation of contract 
of Royalite Oil Company to take production 
produced by the witness Robert Vilkinsnon. 


Paov'= Copy letter, Sept. 14th, 1937, Century 
Royalties to Royalite Oil Company, acknow- 
ledging receipt of sxhibit "234", produced 
by the witness-Robert Tilkinson.. 
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FRANCIS F. REEVE, having been 
first duly sworn examined by iir. Frawley said: 
Miveavs. you are interestéd in the producing of crude 
petroleum in Turner Valley? 
Yess 
How many wells are you interested in at the moment? 
Three in particulars 
Those wells are known as Command No. 1? 
And Commoil No. 1 and No. 2. 
And the Command Oils Limited operates Command No. 1? 
Yes. 
And Commoil Limited operates Commoil No. 1 and No. 2? 
Yes. 
Now lire Keeve we are concerned at the moment with endeavour- 
ing to ascertain, if we can, the cost of production in 
Turner Valley, and have you been able, are you able to give 
the Commission any assistance with respect to what your ex- 
perience, your cost experience, has been in each or all of 
these three wells? 
I ean give evidence as to what they have, what it has cost 
to produce a barrel of oil for a set period. 
Yes? 
I appreciate that this is not a fair average for the field 
or has nothing tc do with future conditions. 
But it is in your opinion an estimate or a statement to show 
what it has cost to produce from these wells up-to-date? 


Up until, I have the figures computed to February 28th. 


To February 28th, 19397. 


Yespe 


Now I will file this statement and we can discuss it, this 
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is a statement showing the cost of production per bar« 

rel from October 1937 to February. 28th, 1939 on Commoil 
vend 29) 

Yes. 

And the same statement shows the cost of production per bar- 
rel from November 30th, 1938 to February 28th, 1939 cf Com- 
mand No. 1? 

Yes. 


(STATEMINT PKODUWED AND BARKED AS 
EXHIBIT "213"). 


Now i:r. Reeve, will you just tell us what those statements 
show ? 

In detail? 

Well you had better read into the record what the costs lve 
been, what the expenses have been? 

In reference to Commoil 1 and @ which are combined the Govern~ 
ment royalties have been §53,077; may I omit the cents? 

Well yes, the Exhibit is filed? 

Just the totals? 

Yes, alt right. 

The royalty leases received $42,462; production expanses 
$29,497; administrative expenses 414,880; reserve for de- 
preciation $13,687; allewance for depletion $121,443, making 

a grand total of $275,049.07. The number of barrels sold 
during this period wap 436,193. Using those figures as t he 
basis of cost per barrel to produce was 66 1/20 cents. 

Now before you go o with the next one, do you feel, lr. 
Reeve, you have all of the expenses that is proper to in- 
clude, in there? 

I have during that period, but as I said in my opening state~ 


ment if you consider for the well the figures would be 
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obviously different from that, I mean for the life of the well. 
But I mean up-to-date, have you the cost of drilling the well? 
I can give you those, it is not on this statement. 


It is not included in your grand total? 


- 2 & 


We have reserves for depreciation and depletion in this which 

covers that item but I can give you the actual cost. | 

Q You have the statement which is headed "Commoil Wells", that 
is the wells you have just been dealing with, in which you 
show the cost of the two leases at $148,000? 

A Yes « 

@Q The drilling costes of No. 1 well $176,121 and on No. 2 well, 

$163,583, and I will file this statement, hir. Chairman. 


(STATE: ENT PRODUCED HERE MARKED AS 
EXHIBIT "214"), 


Q Now lire Reeve, just going back to the statement Exhibit "213" 
in which you show the cost of production to date %n the 
Commoil wells of 63 cents odd, I just want to be sure that 
you have in there the cost of the leases of those two wells, 
of %148000 atid the drilling costs of $176,000 odd and 


$163,000 oda? 


A No, it is not included on that statement. 
Q Jell I mean then--= 
A But there is an allowance there for depletion and depréciation 


which is supposed to take care of that- 

a Have you anything else to say, you feel you have all of the 
proper costs, how about the life of the well, over what periog 
do you think you should spread the production which is to come 


from the well to obtain a figure which will be representative 


of the whole life of the well? 
A Well I would not want to state that in reference to these 


figures; these figures are actual experiences cver a definite 
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time. 

48 you said 4 moment ago, in other words your present, 

it is presently costing you on the figures you have sub- 
mitted chout 64 cents a, barrel? 

Yes. 

What that cost will become as the well goes on you are not 
able to say? 

No, but necessarily it will be materially greater. 

well now let us g to the next well, you have on that state- 
ment Exhibit "21g"-~~-- 

THE CHAIRMAN: re taxes included? 

LR. FRAWLEY: Have you any taxes in that statement, 
you do not seem to have anything under the heading of "taxes"? 
Well the business, the various business taxes are in there; 
the income taxes are not in there. 

The income tax is not in there? 

No. 

where are the othe: taxes, under what, production expenses, 
administrative expenses, in what item? 

They would be on our general statement. 

Yes, but in here I mean, iir» Reeve, in which item do the 
taxes other than income taxes appear? 

They will be in the production expenses. 

But not income tax? 

No. 

Now are there any other exceptions you can think of that 
have been omitted? 

In reference to this. 

Yes? 


Bearing on costs? 
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Q Yes? 

A Well these wells are far better wells than the average well 
in the field; our average production under the present al- 
lowable is 344-1/3 barrels per well, whereas the average 
well in the field is possibly 60 to 80 barrels less per day. 

@ And by the way, where are you with respect to price, what 
price do you get for that particularly? 

A Our price averages $1.24 a barrel. 

Q Well now will you go to the other well ycu have on that same 
Btatement Exhibit "213"? 

A Command No» l. 

Q By the way, what you have been giving us, showing the cost of 
63-1/2¢ about, 63 and 1/20th cents, is the average of the two 
oil wells? 

A It is the combined figures of the two wells. 

Q Now dealing with the Command No» 1 well, for what period are 
you giving us those costs now? 

A The costs of production from November 30th, 1938 to February 
28th, 1939. 

And what are they? 

Expenses; royalties to the Government $2476, royalty to lease- 
holders $2474; production expenses $4603; administrative ex- 
penpes $2244; depreciation 9839; allowance fer depletion 
$5567, making a grand total of $18,255.99; the barrels pro- 
duced during this period $20,949; the cost per barrel produced 


87 cents. 
Q Now have you any other notes, you have handed me two sheets of 


paper, miscellaneous notes, do they bear upon that or have 
you covered them’? 


A Well these notes give the cost of the property, namely 526,650; 
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by the property I mean the cost of the leases and the cost 

ef the drilling of the two wells ana equipping them with 
production equipment. 

Now have you told, completed what you have to say? 

There are some figures here in reference to what the Govern- 
ment gets out of this as compared with the company; during 
this period of the ten months thet we have the revenue, the 
Government royalties were 430,063, provision for income taxG¢s 
630,948. 

Now is that for the three properties? 

No, just for the Commoil properties. 

For the two Commoil properties? 

Yes. 

You have royalty to the government here $58,077, and what did 
you say @ moment ago? 

I am giving you the royalty on Commoil No. 1 and 2 for this 
period of ten months. 

This is a greater period of course, yes, in Exhibit "213" it 
is for a greater period, iire Keeve? 

Yes; the Government having received, having due it a total of 
61,011, whereas the company has only left 109,785 for their 
net profit after deducting the income taxes. 

Now I do on think there is any need to file the notes, you 


have read now into tho record everything of value in these 


notes? 


Everything that I have. The average production of the three 


wells, I do not know that that is pertinent to the record. 
No, very well, before I ask you any questions about tlese 


statements. now have you anything further to add with regard 


to your costs_of production, what are those, statements of 
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profits and losses, these perhaps should be filed? 

A Well if you wish to go into the future, why we have the 
engineer's estimate of--~ 

Q Before we go into that, you have hers, Mr. Reeve, a states 
ment of profit and loss for ten months, ending 21st March, 
1939 of CoOmmoil Limited and a statement of assets ana 
liabilities of Commoil Limited as of March 31st, 19399 

A Yes. 

Q I presume that might as well be filed and that id the same 
for Comma nd? 

A Yes. 
MR. FRAWLEY: Then I will file, Mr. Chaizman, two 
Btatements pinned together of Commoil Limited, statement of 
assets and liabilities as of lst Merch, 1939 and a statement 


of profits ad losses for the ten months ending 31st March, 


1939. 
(DOCUMENTS PRODUCED HERE iARKED AS 
EXHIBIT "215"). 

WITNESS: That ccvers, you will novice, a 


slightly different period from the estimates given. 

Q MRe FRAWLEY: Then I will file a similar statement 
for Command O11 Limited, a statement of profit and loss for 
four months ending March Zlst, 1959 and a statement of assets 
and liabilities as of Maroh 3lst, 1939, both on one Exhibit. 


(DOCUMENT PRODUCED HERE mMARLED AS 
EXHIBIT "216"). 


Q MRe FRAWLEY: Now before you go on with the 
engineer's report, on what basis have you set out this re~ 
serve for depreciation of $13,687.41 in Exhibit "2ils™ snd 


another figure for the two Coumoil wells and allowance for 


depletion of ¢121,443.47, also in Exhibit "2i5"7 
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A Those are computed on the Government all»wables in each 

case. 

When you say "Government" you mean-+~— 

For the depletion it is 15% On certain of the equipment and 
casing in the well. 

Q That is the Dominion Government Income Tax Branch allowable? 

a That is the allowable for the Government, that the Government 
allows us in making out our statements. 

For income tax purposes? 

A The depletion is more particularly for income but the other 
as I understand it is the allowable set by possibly some 
other department. 

@ In which Government though? 

4 The local Government. 

a) But in any event, can we say that these reserves have been 
set up in accordance with regulations issued to you either by 
the Provincial or Federal Government or both? 

4 And our auditors. 

8} The point is, wre Koeve, that they are not, there has been 
no attempt to relate that to the life of the field? 

A No. 

Q Nor the number of years which you expect to operate the 
well or anything of that kind? 

A I thinkthat these allowables would be ample to cover the 
situation in our particular case but I do not think that they 
would be for the general average well. 

@ The depletion allowance, Mr. keeve, or 4121,000 odd has been 
set up without any special reference to the items in Exhibit 
"214", that is the cost of the leases or the drilling costs 
or the production costs, production equipment, the cost of the 


production equipment, that is true? 
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A The depletion is based on what we arc allowed on our income 
taxes. 
Q It has not boen an attempt to retire tho investments which 


are shown in Exhibit "214", the cost of the leases, 248,000 
and the drilling costs running from wl76,000 in one gase and 
163,000 in the other case? 

A No our annual statement will be more conclusive in that re- 
spect. 

Q Yes, but of course the Exhibit "213" is the only attempt you 
have msde to work out the cost per barrel, the cost of pro~ 
duction per barrel? 

A Yes, in our particular case I believe those two items will 
take care of our depreciation and depletion. 

Q I suppose, Mre Reeve, the fact is that you should have an 
item here for income taxos, in the Mxhibit "215", your state- 
ment of assets and liabilities, you have provision for income 
taxes of about wd1,000, in fact the statement shows a pro- 
vision for income taxes of $47,000, a little over 47,000 
for that period, for the year ending Nwarch, no, for that 
period as of March 31st, 1939; well the Commission will have 
to make a note that your statement is probably out to that 
extent, is it not, that you have not got your income taxes in? 


A Notif you go by our statement issued at the end of that period. 


MAJOR LIPSETT: There seems to be a reserve for in- 


come taxes at the bottom ¢f Exhibit "214", Mr. Frawley, 
MR. FRAWLEY: $56,000, yes, but it has not been 
carried into the statement Exhibit "215" which is the one 


which shows the estimated cost of production. 
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CROSS-EXAMINATION OF THE SAMa VITNESS BY “©. NOLAN. 
_ nr ne pn nena ae 


Mr.Reeve, as Il understand it you have attempted to bring 


a 
o~ 


héefote the Commission ah approximatidn of the present cost 
per barrel to ptodliséd of1? 
A Yes. 


After doing that there were certain things that inévitably 


— 


must be left out of that statement which you have prepared, 
namely the cost of your leases? 

A That is not in there, not without you put in our annual 

| statement in addition. 

Q In arriving at your cost of 63-1/20th cents for the Commoil 
wells and 87 cents for the Gommand well, you did not take 
that cost into consideration? 

A Indirectly we did. In the depreciation and depletion which 
is supposed to take care of that. 

Q Only insofar as you do through these Government allowables, 


do you put in the cost of the leases? 


A Theat is the extent. 

Q There is no Income Tax in your. cost per barrel? 

b No, not except you use our regular statement. 

@ The cost of the acquisition of the leases in Commoil, the 
two wells wes {148,900.00? 

A Yess 

2 i think you also said that your expenses would be greater 
in the future? 

x) Correct. 

& Would you tell us why: 

4 Because the production will resede and the expenses won't 


Gontract in proportion. 


Q The production of the wells go down but the expenses do not 
go down in the same proportion? 


4 That is correct. 
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oO & 2k 


whine FRAWLEY ¢ I think that “is ell, pies. 


Reeve « You have handed me a memorendum entitled "Notes 
on Crude Oil Producers." I did not put that on the record 
because it did not de@él with this particular matter that 
we are now dealing with, namely, the cost of production. ~~~” 
But we won't be going away for a little while, and we will 
be here for some time, and if you will be available you 
can then tuke this up at the proper time. Or do you want 
to file that? I am sorry I interrupted. You were talking 
about an sngineer's report? 
Iaman involuntary witness here, and I came prepared to 
give you whatever information I have. 
is there anything of value in the document in your hands 
with respect to the engineer*S opinion as to the life of 
tne field or of your wells. and so forth? 
I have the engineer's opinion and you may have that. 
YOu might read it into the record? 
It is rather long. 
If you will show me where it is I will read it. These 
remarks have to do with Commoil Limited, and this I am 
nov reading from is a report to you as an officer of Gommoil 
Limited, dated Calgary, Alberte, January lath, 1959, by 
Mr. S. F. Shaw. That is the Mr.Shaw who gave evidence 
in connection with the geology of Turner Valley? 
Yes, | 
Mr. Shaw says under the heading Commoil Limited. 

UTg wells have been completed on the Commoil tract 


of 8O acres. Gompletion data obtained are as follows; 


basset ote eee wai? 


a Boe 


dad ede cee 


otter “EG eee 


3 


‘che o¢ snpat REE, fof 
ean nity 

/ ney “hie die fetes, or dt I 

pe ORD wie i. 
wild fed eee GOR ce prea ns tHe 

é a) A a ; Ce eas Sie Of 
‘ te an | Ny san, | Ai, } 
A® Basi ee writs Babee ue 


» 2 et is ae wet v tee es, fn “Fy SF i St ic .¢ wnt i ‘to : 
af a" : ; i ; rn De as i ah i a . ih cia) Rink: 
Le ip's sHOY ie a 
Ly ob ar ‘ v= é anh aad - ¥ ; ? P ‘% soabgtin he ie ny 
‘ 7 1 m2 fee gor : 


pay iy sity ae sihoiet a st ave 
ee Dg she ‘bas il 


Jiasieat Qe weenie: ad ae 


rane liet as oe iT de, ode 
7 i a 


Tel, 
3 
ie 1s Reeve. -6200- 


Commoil #1. Commoil #2. 


Pee eC rame Gat eM. ee 
Harliest potential .. 
Per orolo DYSSSULE) ie 6 6 
Bottom hole pressure Aug. 21 1605 lb. 

n u i Oct. 13 1582 1b. 


° 


"Moath completed .. a nren ial Oct. 1937 Aug. 1938 
MIMO OQ UIs) ikeliel ss! 6's. 2) 7475 feet 7665 feet 
Vepoun so top of limestone . . . 7196 feet 
fotecness of Limestone . “%. . 469 feet 

aay 6-5/8 in. 


4493 barrels 1600 barrels 
4 7 


Initial pressures were evidently not taken and the pressures 
obseived are for a shut in period of only 24 hours, which 
does not give the maximum pressure. 

Produstion figures to December 1938 amount approximately 
as follows:- 


Commoil Nos je nGommolaeNowe: 


eee OL OU) 6 5 51.0 6 6 | 390,000 58 , 000 
See VODA eel a (6 6s ce * TOO; 000, 000 89, COO, 000 
MOU CATON Si ecules! oe oe 1,965 1.500 


Calculation of reserves on basis of production already 
obtained from Commoil No. 1, would indicate a reserve of 
at least 25,000 barrels per acre, or a total reserve of 
1,000,000 barrels of recovereble oil obtainable in these 
40 acres during a period of 20 years. The outcome would 
then be as follows: 


1,000,000 barrels less 390,000 at 1.15 701, 500. 
Less royalty at 18% 126.4706 


go75,2350. 
Production expenses 610,000 berrels at adots. 152,500. 
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The profit of $422,730 should be discounted at the 
preveiling rate of interest over 4 period of 20 years to 


arrive at the present value. 
The production record of Commoil No. 2 covers only 


four months: therefore deciine curves are notas reliable 
: x 


as in the case of Commoil No- 1. Using such curve for 
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"Commoil No. 2 would seem to justify an estimate of 20,000 
barrels of recoverable oil per acre, or a total of 800,000 
barrels for the 40 acres over a period of 20 years. The 
outcome on this babis is then as follows:« 

Move VeGOVSLY » ous 4. e Bie le se eli BOO noma ier 
Less production to Dec. 31 Se aC GEE ey) op eek Ki 
742,000 M 


742,000 barrels at $1.15 043, 9s We Pointe 4a OBO CUE unee 
Less royalty at 18% tae Yie g waim Cie! 08,0) Seu MRO ore ee 


3699, 706 
Berio BCULDMeNt 2. 3. . + $25,000; 
Lifting expense 
742,000 barrels at 15 cents 111.500. 136,300 


Pro ba ble prorat 6 ° e ° o e > o e ° e 2 ° e »)60,406. 


This profit will he recovered through a period of 
probably 20 years; consequently the total profit will 
need to be ciscounted at the proper rate of interest. 

The total profit on the 80 acres of the Commoil 
lease will be: 


No. 1 Gommoil a ans oats §423,000. 
No. 2 Commoil Me Pe hae ees 563, O00. 


986,000. " 


That is Mr. Shaw's remarks on the two Commoil wells? 

A Yes. 

G What is your view or opinion or the opinion you have 
obtained from your engineering officers as to the percentage 
of oil in the two Commoil wells which will be obtained by 
natural forces? 


A I cannot say: 


£) 


You have not any opinion beyond whet ilr. Shaw gives you 
there? 


A No. 
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As you say your present cost of 83+1/20th cents will 
undoubtedly increase as the wall goes on? 

Yes. : 

MR. NOLAN: | I was wordering if Mr. Shaw 
does give any opinion in that report as to when it will 

be necessary to artificially produce? 

He states in reference to a certain barrellage. 

Yes? 

He does not fix the date. 

He s@ys after you have produced so many barrels naturally? 
He makes an allowance for se many barrels at an added cost 
of eee a barrel during the time it would be pumped. 
‘Ihere.does he break off the production of the well? For 
example in this first well, Commoil No. 1, he has an 
estimated reserve of 1,000,000 barrels in the 40 acres, 
that is right? 

Yes. 

Hor many of those does he say will be depleted naturally, 
how many barrels? 


He combines the two wells and says that so many barrels may 


have to be pumped. 


How many? 

742,000 barrels. 

Out of a total of 1,200,000, being the total of the two - 
wells, the reserve? 


Yes. 
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J. Ge Gemmell. 


JOHN GARDNER GiVMaGLL, 

having been duly sworn, testified as follows: 
Be Mie SMITH: I am appearing for the énglo- 
Canadian Oil Company and also for the witness. I think, 
perhaps, it might be advisable as part of your record to 
have some knowledge of the correspondence between Commission 
Counsel and this Company, in order that you may understand 
me in whst I say, that this Oompany and this witness ve 
not prepared any estimates of the amount per barrel, because 
as is set out in the correspondence, and as he will confirm, 
they are of the opinion there are so many and important 
elements which we do not know that we are quite unable to 
make any estimate. ‘ve have, however, all our figures 
available for the Commission, and if you adopt this, that 
or the other method, it is a matter of very simple caloul- 
ation, I would think, from there figures as to what may be 
the cost. The last three letters, I think, may interest 
you. Mr. Frawley wrote tu the Company or wather to ir. 
Byrne, es menaging-di rector of the Gompany, under date of 
March 25th, 1939, and he says this: 
w Dear Mr. Byrne: 

Re: Royal Commission on Gasoline 

Under date of 8th and 12th December 
last I wrote to your Company calling its attention to 
the fact that one of the matters which the Commission 
was required to investigate was the costs of production 
of crude oil, and I requested that your Company give 
some thought to that matter so that it would be 
prepared to appear before the Commission and give to 
the Commission the benefit of its experience as to 


cost of production per barrel. Under date of 14th 
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"“Decemter last you replied, acknowledging receipt 
of my letters, and advising me thet your Company 
had employed Mr. S. F. Shaw and Mir. Stenley Gill 
to give evidence before the Commission. 

Mr. Gill and bir. Shaw gave evidence, 
but our discussions hed to do entirely with the question 
of potential reserves and probably life of the field. 
Gn the other hand, your Company's costs would, of 
course, be matters with respect to which your own 
engineers and accountants would tsst be able to 
speak. Will you please go into this matter at your 
earliest convenience with your engineers and account- 
antse The Commission expects to take up the question 
of cost of production per barrel at the sittings 
commencing on the 12th April next, at 10:50 a@.m., 
at the Court House, Calgary. You will see, there- 
fore, that no time must be lost in preparing what 
information is available. 

With best personal regards, 

Yours truby; 
Je da PRAMS 
Commission Counsel. " 
Mr. Byrne replied under date of the 29th of Mareh of 
this year. He says:- 
: Dear Mr.Frawley:- 
Re: Royal Commission on vasoline. 
This will acknowledge re@eipt of your 
letter of the 25th instant, also your letters addressed 


to this Gumpany on the 8th and 12th of December last, 


contents of which are noted. 
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"In connection with the cost of production per barrel 

of oil; t wish to advise that this matter was gone 

into thoroughly with iiessrs. Shaw and Gill during their 
recent visit here and also with our Field Superintendents 
and they advise it is absolutely impossible to arrive 

at any accurate average cost of production. 

You will appreciate that we cannot. 
take any one given well to arrive at an estimate of ee 
of production. For instance, the Spy Hill and Vestflank 
Nos, 1, 2 and 3 “ells are examples where a great loss 
is involved. Furthermore, we are given to understand 
boat 1G May be necessary to divert to artificial Lift 
and pumps within the next two to three years to procure 
Ove production, which, of course, would add to. the. cost 
of production tremendously. 

The cost of drilling wells un the west 

flank of the Turner Valley field, such as ixtension Nos. 
land 2, Anglo Nos. 4 and 6, will be at least 45,000.00 
to $40,000.00 more than in the case of the Foundation, 
Monarch and Firestone vells. The primary reason for this 
being, that the westflank wells greatly exceed the latter 
mentioned wells in total depth, thus necessitating 
greater drilling costs to completion, coupled with the 
fact, there is much more wear and tear on drilling 
equipment in the deeper holes, combined with greater 
hazard and loss to wells being urilled. 

The Anglo No. 1 well, situate in 
Peaucon S)y° Township 18; Range’?, Vest or the oth 
Meridian is one of our wells thet will no doubt 


require artificial methods to obtsin production within 


the next six months to a year, and should this particular 
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“metho@ Prove unsuccessful, you will well realise the 
extensive loss that will be suffered by our Gompany 
as a result. 
In view of the foregoing statements, 
L trust you Will wdll appreciate that We are not ina 
position to arrive at eny accurate figure on the ¢ost 
Of production at this times 
Yours very truly, 


Pu een Bye. 


Mr. Frawley replied under date of March Zlst: 


uJ Dear Mr. Byrne: 
Re: Royal Commission on Gasoline. 
bittheank vou. for your letter ofan ge. 
a9th instant and note your feeling that your Company 
mono. aypesition to.arrive at any accurate figure 
on the cost of production at this time. This: is 
quite satisfactory, but I wish you would direct 
that one of the officials of your Company ajppear 
at the sittings of the Commission and be prepared 
to make a statement to the above effect. 
Yours truly, 
Ded oo aa fsa 
Commission Counsel. n 
Now I perhaps have taken 4 roundabout vay to make 
that statement myself, but I would like the assistance 
of Gounsel for the Gommission, or the Commission. 
What we have dong is this. We have prepared, we have 


brought all our balance sheets in connection with all 
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the companies with which re are associated. ‘Je have also 
prepared statements of the cost of surface equipment or 
Should I say production equipment in connection with the 
Pperationrof the well. ‘Ve can get all of ‘them if the 
Commission desires them, but we tried to pick out some- 
thing typical. ‘ie also have a statement broken down 
showing the detailed cost of drilling and you also have a 
Statement there...... 

Of the expenses in connection with the average production. 
Pe ML THs ve have prepared a statement 
of expense in connection with our average production. 
inose are the only things we could think of that might be 
of value to the Commission. If there are any other - I 
Only came into this this morning. Mr. Frawley has given 
me sone thing here prepared by Mr. Morrison, I think he 
said, and by Mr. Brown, and if the newspaper report this 
morning wes at all accurate in the unknown quantities, 

if I may use that expression, or unknown factors which 
were in use, it would seem rather to confirm the opinion 
of my client that they are unable to give you anything 

at all accurate, I think from the figures I have mentioned 
anyone could make a similar salculation. So does the 
Commission want these figures in detail or may v.e merely 


file these statements, or what is the wish of Counsel 


or of the Commission? 

Mi. PRAULAY: My view is, i do not think 
I should trouble the Commission until I have had something ~ 
to sey about it - we have a Commission ascountant and 1. 
think rather than pursue some helter;skelter questioning | 
of Mr.Gemmell, either by myself or Mr.Smith, it might be 


better, in view of what Mr.Smith says, that Mr.Gemmell 
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file his material and the only way in which it will become 
of any value to the Commission is wheh lir.Cottle seés 

it and goes through it and makes such saleulations from it 
and statements from it that he sees fit. Perhaps I should 
Say thet long ago in December I advised ail of the Companies; 
and perhaps Mr.Smith's client as well, that we had decided 
against putting Commission accountants into the offices of 
the various produeing companies. 

WR. SMITH: L realize that. 

Pe ERA ILIY? And we simply requested the 
companies to offer such evidence as they could, realizing 
that it was difficult. ‘Ye have heard enough in the last two 


days to know it is a difficult mstter. 


Mm. SMITH: My remarks are not by way of 
complaint. 
Mae FRAY: That would be @ good suggestion, 


that Mr. Genmell should file what statements he has and 
then they can be gone through bye..o.. 

Mii. SMITH: How would it be if we see 

Mr. Cottle and get his comments and suggestions. He might 
want Some alterations made or he might tell us how we gould 
be of assistance. 

Me. FRAWLEY: Vye can re-open it of course, 
but we expect to glose this phase..----. Mr. Gottle will not 
be back till this phase of the work is finimed. 

ee OM LT: TI did not know that. 

oe Wry: Perhaps the simplest thing is 
to file them as they are and they will then be part of 


the Commission's records. Mr. Cottle when he comes can 


look at them, and if he thinks it is vital..... 


THE CHAIRMAN: Are you coming to the conelusion 
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that no intelligent determination of the average cost of 
produdtion cah be arrived at? 

MR. FRAWLEY: L think it is a Tivtis 

early to come to a conclusion, but I am inclining that way, 
Mr. Chairman. 

THE CHAIRIAN: | 411. right,,Mr.«Smiths if you 
Will just file them. 

Mii. SMITH: LZ Will probably put them in 
better form, and so we may have copies made, would it be ~ 
@ll right if we file them in the morning? 

MR. FRAWLIY: Yes. 

MR. COMIISSIONGR GIPSETT: Mr. Smith, would it be 
possible to give some sort of a rough and ready estimate 

of the cost, the average cost of all your wells to show what 


the average cost of production is of all your wells? 


MR. SMITH: Ve Gane 

Me. COMMISSIONER LIPSETT: It would not be a very close 
figure. 

MR. SMITH: We can give you all these 


actual costs. In fact I think we have them practically all 
here now. I think there are 13 or 14. We did not use them 
all. We did take half a dozen, and found those averages and 
EMU VIE gic s'eisos « 

Mi. COMMISSIONSR LIPSET?: You will have some wells that 
were not successful and they will have to be taken into 
consideration in the average? 

Mi. SMITH: Yes. Take a well like Spy Hill. 
I was interested in Mr. Reeve'’s evidence with respect to 


depreciation allowance. A well like Spy Hill will never 


pey back its cost, and yet we are constantly paying Income 


Tax on that well which will never return its capital and will 
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never have any income in the proper sense of that word. 
MR. COMMISSIONER LIPSET?: That would have %o0 be 
ingéluded in any average? 

Mi. SMITH: Yes. Then we have completed 
three wildcat wells, two deep drilling and one shallow. 
One down at Castle River and one at what is known as Twin 
Dome, and they were both decp drilling, below 6000 feet, 
and we found nothing. Insofar as our particular cost is 
concerned, granted that we adopted any of these methods 
Suggested by Mr. Morrison and Mr. Brown, that is making an 
estimation of such and such life and so many barrels under 
each acre, it does seem to me in any proper method of 
accounting, where we would be looking for our cost, our 
expenditure and our effort to find this oil must all come 
into the cost of whatever oil we get. That seems to be 

@ reasonable principle to me. 

MR. COLMISSIONIR LIPSSTT: It does as far as the Company 
is concerned. 

MR. SMITH: Yes, 

MR. COMISSIONSR LIPSsTt: But as far as Turner Valley 
is concerned I do not suppose a well outside of thst area 
would enter into the picture. 

ios SOL LTH: Of course not, there is no 
question about that, but it enters into the actual cost 

of the oil. Let us assume that a company began elsewhere 
and spent its money and failed, and then went into Turner 
Valley. Surely in deternining the cost of oil from Turner 
Valley, and having regard to the problem with vhich your 
that surely all this exploratory 


Commission is dealing, 


expense could not be cast aside. It must have some reference, 
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because surely fet, are looking at the success of the 
enterprise and not, what shall I say, something in the 

air. It is a practical problem of trying to make some 
money in the oil business. 

Mi. COMISSIONER LIFSETT: Looking at the enterprise 
thet would be correct, but looking at Turner Valley, which 
is our problem at the moment, would not that be irrelevant? 
Mi. SMITH: Probably I am speaking out of 
morose, put With respect, my View is no. I do not think 
you can have regard to Turner Valley alone in ¢onsidering, 
in perhaps going to end of your road in considering some- 
thing which is good for the nil industry. Surely your 
Commission is that wide, because after you leave Turner 
Valley you go on to refining and you go on to distributing. 
But perhaps I am getting out of turn, and I am sorry if f£ 
am. I think that is quite a problem, this outSide expense 
by these companies opereting in Turner Valley, which 
changes their cost, there is no question about that. 12 


am sorry if I have spoken out of turn, 


WILLI4M IRLLAND, having 


been duly swurn, testified as follows:- 


q BY MR. FRAWuGY: You are a Chartered Accountant? 
A I am. 
q You are appearing this morning for Model Oils Limited to 


give the Commission what assistance you caén in.its problem 
of ascertaining the cost of producing crude oil in Turner: | 
Valley. You file a statement entitled "Model Oils Limited, © 


CGalgsry, Alberta. Statement of Cost of Production, "which 


I offer as an exhibit. 
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STAT .MENT, COSTS OF PRODUCTION, MODEY 
OLLS LIMITSD, IS No’! MARKED 4S BXHIBIT 
Me MS 
a Now, Mr. Ireland, would you be good enough to go over 
this statement for the record? Tell us what it is and 
whet it arrives at? 
ny The statement sets forth in the first column, it gives 


the year this compny - this statement takes the life 
of Model No. 1, @ and 3. It gives the actual operating 
expense under the ficst column, depreciation in the 
second column. That depreciation includes the deprec- 
iations allowed by the Income Tax Department based on 
15% on equipment, and also includes depreciation on the 
casing in the hole. Royalties in the third column rep- 
resents the actual royalties paid to, the head royalty 


or gross royalties. 


(Go to Page 6213.) 
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WI TNESS : an Inthe third column we 
give what income taxes we have paid and then the fourth 
column contains the total cost of the operating expenses, 
depreciation, royalties and income taxes; the next 
column we get the total barrels produced each year and 
the revenue derived from each of the wells. In the 
following three columns, 1, 2 and 3 wells. 

Then you have simply wrked out the average cost per 
barrel of the three wells combined? 

That is about all I could do. 

And it shows a figure of $1.¢3? 

Phat is right. 

How about the cost of the drilling of the well? 

The cost of drilling the well has not been taken into 
consideration at all. 

The cost of the lease? 

The cost of the leases has not been taken into considera- 
tion in ascertaining that figure. 

Are those not a proper matter of eosts to be shown? 

Not for an accountant, they might be for an engineer. 
Well, I mean to say, if the company wanted to know what 

@ barrel of oil costs them, why have they not got to kmw 
what the well cost them to drill? 

They know what the well cost them to drill, itis a 
capital expenditure. If you can tell me the quantity 

of oil below the ground I can ascertain the amount which 
should be allocated year by year against the development. 
That is another way of doing it, by endeavouring to 
estimate the per acre recovery underlying the lease? 


That is right. 


and the life of the well, having in mind the withdrawals 
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from that particular per acre recovery? 
Yes. 
From that reservoir of oil? 


Yes. 


oo SS a  & 


and from that you can work out something comparable 

to what lir. Morrison filed, I imagine you have not seen 

this, Exhibit "211", with respect to Century Oils wells, 

Mr. Morrison just took a series of per acre recoveries 

and worked ouf a series of costs, you may not have seen 

this, you made no attempt, of course, to do that at all? 

A No, because it would not mean anything. 

Why dco you say it would not mean anything? 

A Because so far as I am concerned I do not know whether 
they will produce 5,000 or 100,000. 

Q No, and Mr. Morrison doesn't either, but he simply gave 
the Commission one, two, three, four, five, six, seven, 
eight, nine, nine per acre recoveries, and left it to the 
Commission by either other evidence or evidence which 
they have already on the record, to select one of those 

per acre recoveries or conceivably something in between ? 

Bm Yes, well...... 

When you speak of the value of it I presume that when 
you add that fact, it then becomes a very real value, 
does it not? 

A It becomes, oh, I suppose it depends on-what you want 
foereed into it, thet is.the only way. 

Q My point is this, forgetting any one of these, take 
mO.000 barrel s? 

Ca VSS . 


These are only a series for information purposes? 


me Yes. 
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Just take 10,000 barrels and say that that is 
That is his cost. | 

That is established, take it, but that is the established 
per acre recovery underlying that Sunset lease, then he 
arrives at a cost of about 96 cents per barrel, I didn't 
put this up to you, Mr. Ireland, to invite, just to invite 
your comment upon it, yes, all right, because you are an 
accountant and I want to know, you have done it ina 
totally different way, that is all, but if one knew the 
per acre recovery underlying this particular lease, 

then there would be the method of allcecating the capital 
investment, would there not? 

fee, lt you could, it would all depend on what value 
you figured you could obtain, what production you could 
hope to obtain from that field, from that area. 

That is right, and once some engineer gave you that..... 
It would be very simple. 

Yes, so that at the moment your statement, Exhibit "el7", 
show the average cost per barrel of? 

$1.63. 

Yes, but does not reflect in any way the cost of the 
lease or the cost of drilling the well? 

No. 

TO MR. NOLAN: 

Mr. Ireland, in Mr. Morrison's statement he has given 

us a figure of 96 cents per barrel as at the date to 
which the statement is made up, and I think that was 
October 3lst, 1938, you see what I mean? 

Yes. 

The cost to that date* 


Yes. 
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You understand me? 

Yes. 

Do you think that that should be projected into the 

future or should it not, that cost? 

Well, it is very difficult to say. I have another one 
here, if you, i have here Mercury Royalties, which I 

would like to put in at the same time when I get away 

from these others; take the cost of Model, for instance, 
Model started production in 1930 and has gone down through 
to 1938. I think Model gives a far better picture of the 
Situation than any well which has been brought in within 
the last year or two, because you have something substantial 
to go on, whereas in the, with the flush production, the 
expenses and the cost per barrel must of necessity go away 
down, with flush production, but after the well has been 
in operation, take Model No. 1, which has been more or less 
a consistent flowing well, I think it gives a much better 
picture than a well which has only been in production a 
matter of a month or two. 

TO MR. FRAWLEY: 

Mr. Ireland, perhaps I misunderstood you, are you suggesting 
that these Model wells, statement Exhibit "217", is a 
fairly representative statement of the wells in Turner 
Valley? 

{ think so. 

Well, I do not know, but these royalties are pretty high 

to me, don't you think, $238,908.00 of royalties between 
1930 and 1938, you have considerable experience in the 
accounting for oil well companies, I presume? 


Yes, I have quite a lot. 
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Are these not heavy royalties? 

No, I do not think so, I think they are fairly average, 
they run between 174 and 30%; the No. 2 well is the 
highest, but I think that it runs fairly average. 

It runs between what, 1749 

17% and 30%. 

MR. FISHER: You might tell them why, 
the Government royalty was 5% and then they took 10% 
and then 175 and the Anaconda, when we bought that 
lease it was about 30%, and the other one is just the 
regular royalty. 

MR. FRAWIEY: Well, your evidence, Mr. 
Ireland, is, and you have had some experience in these 
things, that these royalties shown for these Model wells 
during that period are not out of the way? 

Absolutely. | 

That is the answer.. Now, do you want to file something, 
[am SOrry. 

Yes, and I also file that statement to clear that up. 
Now, you are filing a further statement with respect to 
the production expenses of Mercury Royalties Limited? 
Yes. 

MR. FRAWIFY: I offer tis, tei te re 
statement in the form of a letter to myself with respect 


to production expenses of Mercury Royalties Limited. 


(DOCUMENT PRODUCED AND 


HERE MARKED EXHIBIT "218". ) 


MR. FRAWEY: It is.a fairly shore 
letter, and I will read it into the record, it is 


addressed to myself, and dated May 2nd, 1939. 
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"MERCURY OILS LIMITED 
Calgary, Alberta. 


May 2, 1939. 


MJ. J. Frawley, Esquire, K. C. 
Commission Council, 

Royal Commission on Gasoline, 
Court House, 

Calgary, Alberta. 


t 


_Re. Mercury Royalties Ltd. 
Dear Sir: 
With reference to your letter of Mareh 25th 
jast, I beg to furnish you herewith, with the following 
information: 


Production expenses for the seven months that the well 


Meee Operation. . . . 1. 4 s+ as BBC OTe OY 
ER Og ew oe. a ew) eee get ata ee me 
RE re he ee ale ee 8. we ce One 


The total number of barrels produced was 42276 and the 
amount received therefor was $53,937.38. 

The actual cost of production, without taking into con- 
Sideration the cost of the leases or the potential life 
of the well, amounts to forty five and four tenths cents 


per barrel. 


We trust that this is the information you 


desire. 
Yours very truly, 
WI/BY "Wm. Ireland.' " 
& MR. FRAWLEY: You were commenting on 
that as against the Model experience? 
A ell, my contention is this, that the flush production 


in that period would naturally bring down the cost 


considerably per barrel, whereas if it were taken over a 
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period of time, where the cost remains more or less 
steady, at least the Operating expenses are more or 
less steady and the production goes down, naturally 
the price per barrel wuld go up. 

I think we hed better conclude, you also are making a 
presentation on behalf of Century, but I think we had 


better conclude with the companies we are dealing with 


TOW. 


MR. FISHER: You had better put the 
price of oil in, one was $3.60 a barrel. 

MR. FRAWLEY: You are quite welcome 

to ask him any questions you wish, Mr. Fisher. 

MR. FISHER: | No, I do not want to. 
MR. FRAWLEY: I have no instructions 
Peeetts 1 am glad to put anything on the record you 
Suggest, Mr. Fisher, but you are certainly free to ask 
questions. | 

MR. FRAWIEY: How much can you tell me, 
Mr. Fisher seems to want to have on the record the receipts 
that you got for this oil during this period where your 
average cost was $1.63? 

Well, it varie@ from three dollars and something right 
down to the present sale price. At one time Model was 
in a very fortunate position and were able to obtain a 
very high price for their oil but I do not think that is 
pertinent to the question at bias 

In what way were they in a fortunate position? 

Well, because the oil which they produced was of a type 
that wes closer to or possibly crude oil, whereas for a 


number of years all that Turner Valley was producing was 


A ea Exes sie, oe BOY. 00. oho noah 
vad ow sia Pie | xiwtnad <i ieee co. sett 


Fer 


1 


ithe sl owt oe Be ESinsgt o's. oer i ba bake 204 r 
AP , ar : e : 
we o . ate ’ ot pe ; ae : ae i Sy i j 


sid Tee jonbeg fed vat weeks ees | bat ; 
rewtad « © 0d, thd new ‘eat att tio 


be 


\ 


sien tae ot hau ene wor Hon t. . : 


— i et Oe ‘adoltaenp, ue 8 
é ; re 0 


ee 


oR paclies. re ite Hag ‘od hat me T Pi iL 
ety By api ehokst x i wie ot ae remett: ae . oa 
Liee bogging aan wor} iene ph ~ ee TAT 
Evalacot Bee A valge’., dt an ato ay jaa of amos | Bi 

HY, Sei nongpg ime? ee ia) Ata. sift 203 oy is ad “— 

| ee eB fae tao 

= et eld amet, ‘ai weatic yb Bhat woe bobtav od 

Rw — £ehON aad seth te sBaT Hy a Saeesrg, ot 0 
| ideuo of oT ater base nord ea etanat ot 
Bt, Dnt, aia, tow vs cB tin tlede Got sols th 

» th oP hemp ont to t 
‘ Hes & at vat, eter % : ae si. 


* 
-j 


pee, 
; i | eg i S ay tin hong a 
ae By 
ae " a4 xsi alas Phen vr 


3 
ws ots Py 


i, linia pees eh ) ” a 


Cw 


We 


A 


he 


oo ee ae ae 


Ireland. -6220- 


in the form of naphtha. 

Yes? 

Aud by reason of the type-of oil which pe were able to 
produce they received a very much better price. 

They had in short a special price which they obtained 
under a contract with one of the refiners? 

Piet is right. 

And that is what you mean when you say they were ina 
fortunate position? 

res. 

MR. FRAWLEY: All right. 

TO MR. NOLAN: 

I was just mentioning to you, Mr. Ireland, the question 
of the statement submitted by the Sunset Company, and I 
understand that they have two wells that have been in 
production a matter of ten or twelve months, each well, 
and they show the cost per barrel of 96 cents as at the 
$1st of October, 1938? 

Yes. 

As at that date; now, that is not the cost of producing 
meperre! of oil, is it? 

Peoreity 1S not. 

Why is it not? 

Pardon? 

Why is it not, what has not been taken into consideration? 
Well, I think there is a time element has to be taken 
into consideration. 

UR. FRAWIPY: Would you mind repeating 
that question? 


MR. NOLAN: I asked him what has not 
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been taken into consideration and he said a time element 
“which should be considered, what you are saying is that 
a barrel of oil produced to-day has tc bear part of the 
cost of to-morrow's nperations? 

Absolutely. 

And so on through the years? 

Yes. 

MR. FRAWIECY: The statement did nut 
attempt to do anything like that, did it? 

I have not examined the statement, I am answering the 
question. 

MR. FRAWLEY: Yes, “Dutsecc. 

But I have not attempted to go into the thing and discuss 
it with Mr. Morrison. I would like, it would take a 
little bit of time for me to figure out just what he is 
driving at. 

MR. FRAWLEY: Any more questions of 
Mr. Ireland before we are through with him. 

MR. FRAWTEY: Now, Mr. Ireland, while 
you are on the stand, you want to make a statement on 
behalf of Century Royalties Limited? 

Yes. 

And you have sent me that which I now offer, a statement 
on production and cost per barrel of Century Royalties 
Limi ted? 


Yes. 


(DOCUM=NT PRODUCED AND 
HERE MARKED EXHIBIT "219".) 


Will you just tell us about the Exhibit now, Mr. treland? 


Well, this statement is made somewhat along similar lines 
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to that of the Model statement, wherein it sets forth 

the operating expenses, the head royalties, depreciation 
and the total costs, barrels produced. Now, in this 
statement I have figured it out, figured out the cost per 
barrel per annum, which will more or less bear out what 
meuriea tO say in connection with the Model, the cost per 
barrel inthe year in which the well came into production 
was $1.01; the second year it was $1.08; the third year 
it jumped to $1.30, and in the last year, 1930, it still 
jumped to $1.62, and then I set forth the average selling 
price per barrel with the gross revenue received. 

Now, this Century Royalties 
is operated, was operated on a somewhat different basis, 
it was one of those royalty companies wherein the company 
itself sold all of its royalties or practically all of its 
royalties and the information regarding the cost of the well 
is not complete on their files. They brought the well 
to a certain depth and then ran out of funds, and I under- 
stand made a deal with another company to complete the 
wells and royalties were taken for their costs. 

MR. ROBERT WILKINSON: I happen to have something 
to do with this well, in fact with the drilling of the 
well. Mr. Ireland has made a statement it cost a lot of 
money and that the well was abandoned, which is not so. 

I did not say the well was abandoned, I said the well 

was finished by another company. 

MR. WILKINSON: The company did not run 
out of money? 

fetedm't say so, or if.I did l must have been mistaken, 


tT have not been the euditor of this company. 
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MR. WILKINSON: I am an officer of the 
company referred to, the company was solvent and they 
had some thousands of dollars in the Bank. 

You will admit you did not finish the well, the well 
was finished by the Royalite Oil Company, 

MR. WIIKINSON: The Century Royalties 
finished the well, we did not ask the Royalite Oil 
Company to come into the deal at all. 

Pili right, I stand corrected. 

MR. FRAWLEY: In any event, did you ever 
put up the money, I mean show the cost of the well, you 
say to the company it was $71,500.44, but you say that 
Peyn0t the total completed cost of the drilling of the 
Meum sO far as I can gather? 

No. 

And whether it is or not, no part of it ics reflegted 
in the cost per barrel which hes been set down? 

No. 

For the same reason as you gave us in connection with 
the Model? 

Yes. | 

Or the cost of the leases? 


No, the costs of the leases are not taken into considera- 


tion either. 
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J. H. G,odwin. -6224- 
JAMES HENRY GOODWIN, having been first duly 
Sworn, examined by Mr. Frawley, said: 
2 Mr. Goodwin, you are an of ficer of the British Dominions 
company? 


Yes. 


Mies 


Q And are able to give, you have to do with the production 
of erude in Turner Valley for how many wells? 

A None at the present time. 

But during their lives you had to do with the production? 


Of three. 


oO &- DB 


Which were known as British Dominion? 
feo, © ond 4. 
me Now, are you able to give us any assistance as to what 
that oil cost you, the wells have lived their lives, have 
they? | 

A Y¥es, they are exhausted so far as oil is concerned. 

Q So you may be in a better position than some of these 
other people? 

A Well, I can give you the cost of drilling the wells, the 
total gross production in barrels and the gross price 
received. 

® Yes, that is pretty well contained in the letter which 
you wrote me, dated the 13th of Apri: 

m™ Yes, it is all contained in that Letter of April 13th. 

And is that the only memorandum you have, by the way? 


A That is the only memorandum. 


MR. FRALEY: I think I would offer this 
and, perhaps, that would be the simplest thing. I would 
offer Mr. Goodwin's letter, it is really a letter written 


by Mr. Turnbull, but it is the company's letter? 


i> 


Yes. 
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J. H. Goodwin. Beast 
(LETTER PRODUCED AND HERE 
MARKED EXHIBIT "220.") 
MR. FRAWIBY: I think I may as well read 


this Exhibit. 


"BRITISH TOMINION OIL AND DEVELOPMENT CORPORATION 
LIMITED 


Calgary, Canada. 
April 1éth, W939 
woe treawiley, Esq., K. C., 
Commission Counsel, 
Court House, 
CALGARY. 


Dear Sir:- 
Re Royal Commission on Gasoline 


Wwe are in receipt of your letter of the 25th ult. 
This Company has drilled four wells in Turner 
Valley. The drilling costs and the value of the gross 


prouuction obtaine? are as follows: 


Total 

Cost of Total Gross Barrels 

Well BO ri i po -m Production Produced 

No. 1 $152,378.39 & (Try Hole) Nil 

e 168,994. 70 LOL oy on ue 45,983 
5 Be O0... 90 ayaa) hee a 9S) 9,257 
4, Tao, Loos09 1495093 Se 69,201 
8566 ,229.08 $343,587.29 124 ,441 


tee ee 


It will be observed that the cost of drilling 
exceeds the gross value of production obtained by $222 641.79. 
This cost does not include any ambunts paid foi Leases, 
Incorporation Expenses, Government Royalty, LeaseHolders’ 
Royalty, and the Cost of Taking and Marketing of Frodue tion. 
It will also be noted that the total barrels produced is 


relatively small compared to the cost figure mentioned above. 
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When Nos. 2 and 3 Wells became gas wells 
they were sold to Royalite Oil Company Limited in May 1934 
for a consideration of 280@ shares, which shares were later 
pomo for $41 (281.52. No. 4 Well is now being operated at 
a loss. 

The deficit on abandoned wells and leases as a 
dist March 1938 was $449,386.39, and the deficit on operations 
as at the same date was $23,638.55. 

From the foregoing facts, it will be realized 
that any figures which this Company could furnish on the 
cost of producing a barrel of oil would be so out of tine 
with the field price obtainable that, in our sibmission, 
they would be of no value to the Board. It is appreciated 
that the Commission is desirous of obtaining information 
relative to the cost of production in Turner Valley and 
this Company would be glad to co-operate in giving this 
information to the utmost degree, but, in view of our 
experience as outlined in this letter, we feel that no 
good purpose would be served by submitting any detailed 
Papores . 

Should an officer of this Company still be 
required to give evidence, his statement to the Board will, 
of necessity, be a reiteration of the facts above outlined. 

Yours faithfully, 


BRITISH FOMINION OIL AND DEVELOPMENT 
CORPORATION LIMITETL 


per my. Turnbull" 
igecus Sec.Treas. 


MR. FRA‘WEY: I notice that you have 
included in your total gross costs, the cost of drilling 


&@ dry hole? 


Yes. 
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J. H. Goodwin. -6227- 
Pe rurnooull. 


Q 


cD) 


A 


What are you views as to whether it is the proper way 
of keeping account of the total cost of production 
obtained by adding into that total cost what you 
expended on a@ property which produced no oil at all? 

t am afraid I have no view on that. I do not pretend te 
be an accountant and the figures are extracts from our 
books, and if you care to address any question of that 
sort to the treasurer, he is in Court this morning and 
he can answer it. 


MR. FRAWLEY: Very well, Mr. Goodwin. 


HARDY TURNBULL, having been first duly 
Sworn, examined by Mr. Frawley, said: 

Mr. Turnbull, I just want to ask you one question I was 
just asking Mr. Goodwin, I see you have put in the cost 
feecartiting the No. 1 Well, a dry hole? 

Yes. 

And you have used that cost figure then, you have not 
really worked it in cost per barrel? 

No, I have not. 

But if you do, you felt it was not of sufficient benefit? 
iid. no t. 

And I do not, but if you had worked it out then we would 
have found that you had $152,000.00, which was a complete 
Waste of money, and which would have been divided into 


the production which you obtained? 


That is true. 


In that way you would have shown reflected in your cost 
the money which you threw away on the dry hole? 


Yes. 


And you regard that as being 4 perfectly proper thing 
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R. Wilkinson... 


Oo & D> fF 


to 40, to set up the cost per barrel? 

I do, 

It is a company venture in another way? 

Yes. 

And the good ho-es which produce oil mst share with the 
holes which produce nothing at all so far as your 
treasury is concerned? 

That is my view. 


MR. FRAWLEY: I think thet ise Mame 


ROBERT WILKINSON, having been first 4uly 
Sworn, examined by Mr. Frawley, said: 
Mr. Wilkinson, you have come to makc some statements 
on behalf of Sterling Royalties Limited and Carlton 
Royalties Limited, is that right? 
Yes. 
Will you just tell the Commission what cost information 
you have been able to obtain with respect to those two 
companies and to file any statement which you have had 
prepared, or any other information which you have to show 
the cost of production? 
We have had our accountant prepare a statement on the 
Sterling Royalties Limited, which is a well commenced in 
June, I think of 1933, and completed in December, 1953, 
and we have prepared a draft showing the total revenue, 
the total cost of operation and the depletion curve, and 
the total cost per barrel for raising that production. 
And I think that we will borrow that from you, Mr. 
Wilkinson, and file that, but at the moment you might just 


read off the pertinent data from these curves, from that 
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booklet? 

A Do you want the figures, the total figures or just 
the costs as worked out? 

The costs as worked out. 

A The costs as worked out over the whole period represents 
the total cost of actually producing oil of 35.69 cents, 
that is worked out on that basis. 

® Which well is that, that is Sterling Royalties? 

A hat is the Sterling, that is worked out on the one basis, 
that is the net cost of operation. 

Now, let us file that. At this stage I think we should 
file the booklet you refer to. 

A hey are bound together, Mr. Frawley, they are in book 
form, and it comes to here, it is in graphs to this point, 
and then we start with the other one, if you number then. 

Q We will file it now and you can refer to each again under 


the number of the Exhibit, this is a booklet showing 
expenses of productiox for Sterling Royalties, Carlton 
Royalties, Globe Royalties, and National Petroleum 1 and é¢, 
they are all in the same book? 


Yes. 


(BOOKLET PRODUCED HERE 
MsaRKED AS EXHIBIP "221". ) 


(Page 6230 follows.) 
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Robert ‘filkinson. 


=) 


 & 


You can refer to the booklet now as Exhibit "221, Mr. 
Wilkinson? | 

Ve endeavoured to set up what ve thought would be a 
picture of the cost per barrel, taking into account the 
cost of the well, the expense of the equipment and 
various operations in connection therewith. That worked 
out at a cost of $1.3867 per barrel. 

Have you got a statement supporting that? 

Yes. 

Iwill file thet statement which is entitled Sterling 
Royalties Limited, and shows a cost per barrel or 
$1.386 per barrel. 

It might be as well just to point out that during that 
period the price for the product in December 1933 was 
$5.26 per barrel; in January $2.91 per barrel; in 
March $2.61 a barrel and in Mey $2.51 per barrel, at 
which point it remained for some time. 


New let us get the exhibit filed. 


STATEMENT IN QUESTION IS No‘. MARKED 
BXHIBIT "222". 


You mean as ageinst the 31.38 it cost you, you received.... 
Prices ranging from $3.26 down to $4.31 in June 1934, 

Now the price is lower than that. 

This is a naphtha well, of course? 

A naphtha well. 

It ig a well located on what is known as the gas-cap? 

Yes, 

What is the relationship of that with - you gave us a 
moment ago e figure taken from your Exhibit’ "22k", -- 
production cost of 35 cents? 


That would be the net operating cost. 
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Robert Wilkinson. ~6231- 
That is exclusive of the charges shown..... 
Qf all other charges shown in Number "222", 
Very vell. Now deal with the Carlton Royalties. 
Carlton Royalties well wss completed about December 8th 


-& © FP Dp 


> 


1934. The production in barrels to date is approximately 
60,570. Tho cost of the well, set up the same as you have 
in the other is $182,900.37, as near as we could arrive 
at the figure, which takes into consideration the cost of 
the lease, the equipment, the actual cost of drilling 

and operating expenses. 


And that works out to a cost per barrel of? 


65-03267. 
Mes FRALEY: I will offer that statement, 


a similar statement to that of Sterling Royalties. 


CARLTON ROYALTIES STATATENT IS NOW 
MARKED EXHIBIT "2235". 


This Carlton Royalties is also a well on the gas~cap and 
a naphtha producer? | 

Yes, on the extreme Last side, { think it is. 

What have you got for Carlton in the booklet to show what 
the purely operating expense was? 

The operating expense over the whole period amounted to 
77.4903 cents per barrel, roughly 77% cents per barrel. . 
Which became 43.03 per barrel when you took into account 
your capital charges? 

Yes, 

Have you anything else to say about any other companies, 
Globe Royalties for instance? 

Well I em afraid that the Globe Royalties has not been in 
production long enough to give a very oleer picture. 


Is that a orude producer or 4 naphtha? 
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& | That is a erude producer. The figures we have got are 
incomplete so that it would not be of any benefit. 

© Have you any other costs of any crude producers? 

A Taking them in their order, the next is the National 


Petroleum No, l. 

Q Yes, the two National wells? 
National Petroleum No. l. 

@ Would you give us the facts about that, how long it has 
been on production? 

A That well w:s brought into production in December 1937. 
For the period of 13 months ending the end of last year, 
or December Sist, 19358, it produced 193,428 barrels. 

The net cost of producing that oil was .174473 cents. 
That was the net cost of operation only. I du not think 
we have got the figures worked out as to the cost of that 
oil set up with the cost of the well and su forth. 

Q O1.73 per barrel? 

A No, «174473 centse Wow to date, since the pro-ration 
was placed in effect, the cost of producing that well 
has risen to .485245 cents or almost 50 cents per barrel. 
Ye have also prepared a graph to show the cost of producing 
the well at the various allowables. At 350 barrels per 
day our cost would be .247239 cents, or roughly <5 cents 
jer barrel, and at 250 barrels per day it would be 
-346134 cents or 35 cents per barrel. Operating the well 
under the allorable which was in effect in Merch, 57 


barrels a day, our cost would run to pLe52 per barrel. 


& What is the field price on thatwell's production? 
About 31.26. 
Is this the well of which we have had some evidence as 


SH b&b 


being the only well in the Valley which is not under contract 
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to some refining company? 
A Vell I do not know about any others. This well has not 
been contracted for to any company. 
That is National No. 1% 
National No. l. 
You have been selling that to all comers? 


All comers; yes. 


~ 


Oo F&F D & 


Following the posted field price, the Imperial posted field 
price? 


A The posted field price,yes. 


Q What have you got to say about the remaining well, “ational 
Noe .2'7 
A National No. 2. The cost of production there is around 


-485245 cents or roughly 488 cents per barrel. These 
figures do not take into consideretion the capital cost 
of the well, equipment, or cost of the lease or anything. 
They are merely the costs of producing the oil after the 
well is completed. 

f) Now, Mr. ‘4ilkinson, I presume you are aware - or I will 
ask you the question. Does the posted field price have 
any regard to the cost of production’ 


4 I do not understand that. 


sD 


Do you know whether or not the posted field price has 
any regard to the cost of production, or is it fixed 
having regard to other matters% 
A I do not know what factors would enter into that. 
Although I notice by the Oil and Gas Journal that oil 
of 40 gravity in Texas is selling «t 51.28. 
Q What is it selling for up here? 
A $1.14, which is 14 cents a barrel over what it is selling 


for here. That is in Texas for comparable oil. 
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3) 


rp) 


All I meant was, do you know whether, vou have had a large 
éxperience in this oil field, @o you know whether or not 
the posting of the field price; that the field price is 
posted after analysis of produbtion costs or after an 
analysis of other matters such as competitive values of 
crudes? 

I understand you want an expression of opinion from me 

as to whether the field pricc is equitable? 

No, is it fixed having regard to and after examination 

of production costs by the poster? 

PolteL dounct know whet factors enter into that. But I 
Mould suggest that the price of oil in the field to-day 
is below the cost of production. 

You have made it quite plain these costs do not attempt 

to take care of or reflect the capital costs’ 

No, with the exception of Sheet Noe aaa in which we have 
endeavoured to set up the cost of Sterlihg xoyalties. 
Andnin, "223"? 

Yes. 

Sterling Royalties end Carlton Royalties? 

Yes. Those two wells have almost exhausted their useful 
life and they can be taken together as a fair exemple of 
what happens a well in 5 years. 

And what you have found is, over this period, treating 

it as a closed transaction, that the Carlton Royaoties oth. 
cost you 53.03 per barrel during its lifetime? 

Yes. 

And Sterling Royalties cost you pLe58 per barrel during 
its lifetime? 

Yes. 


ijhat did you receive during thet period? 
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B L am afraid we have not got that set out. He was keeping 
very close to his instructions, about the cost of pro- 
duction. I am afraid we have not got that. We can 


get it for you if You s6 desire. 


Q You might prepare it and let me see it? 
A Yes. 
& Mi SPLOTEING: Mr. Wilkinson, is this 


National No. 1 an average producer over the year? 

A I would say it would be below the average. 

G How much below? ‘shat would be the average for the field 

and whet is National Petroleum? 

A I do not know what the average for the field is. I 
would say the average for the field would be about 400. 

Q The reason I asked you that is you gave us some figures 
as to the cost, the lifting costs on the various pro-ration 
figures. I understood you to say thst »le71 was at cne 
time this winter, your cost of lifting? 

A In explanation of that question, Mr. Plotkins, I would 
say that our overhead goes on irrespective of the amount 
of oil produced. As you are probably all aware, the well 
is closed in, but our overhead is just tiie same as if it 
was producing 500 barrels a day» I have prepared this 
graph. The cost of acidization must be written off, as 
yok produce the well naturally. This well has been 
acidizged on two occésions . The cost has been written 
into the cost of producing oil, and using those figures 
as a basis we found out that to produce the well at 57 
barrels a day would coct us $1.52 per barrel. 

Q You say it was producing at the rate of 57 barrels a day 


at that time? 


A We did produce the well for a period at that figure, in 
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érder to determine the cost. 
Q ‘hat was the averaze productiok fst all wells et that 


particular time? 

4 I do not know what the averase would be. I think the 
total field allowable is around 10,000. 

Q How many wells are in the Valley producing crude? 

A I think probably less than 100 barrels per day on the 
average. 

q Have you any figures to submit to us at 100 barrels a 


day, what would-be the cost of producing that well of 


yours? 

A No. We confined our activities...... 

Q Did you estimate it would be above the posted field 
price? 


A The cost of producing 10,000 barrels per day? 

G I mean the average well in Turrer Valley, producing in 
the winter time downtol10,000 barrels? 

A I do not think any Company could produce oil at ,1.14 
a barrel. 

G Is that under pro-ration? 

A On the basis of keeping down to 10,000 barrels per day. 

Q So that if the pro-ration figures were kept in effect 
long enough it would gradually put the companies in. 
GT CLOULGY? 

v.) Well they just could not continue. You cénnot produce 
at a loss continually. 

& True. Now anotier question. 


Laie wy % 
Mn. FRAULSY: ‘je need some mope markets. 


A Something like that. 


MR. PLOTKINS: Probably we need someone 


else to determine the potential or determine other matters. 
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Robert “/ilkinson. mee 
Pee RLY ¢ I was afraid I should not 
have mentioned that. 

q io. PLOTAING : Did the Commission account- 


ant submit to your company any standard form or figures, 
did they give you any standard method of reporting your 
Cost? 

A No, we were asked merely to submit any information we felt 
disposed to do. ‘We have endeavoured to make that infor- 
mation available and analyze it and reduce it to a form 


which is comparatively short. 


SY 


In your opinion would it have been much easier for the 
Commission to determine the facts if all the producing 
companies had had submitted to them a form, a standaré 
form of arriving at the sost? 

L i think» probably it would. I understand thisis merely 
voluntary, and there is no compulsion about it. If we 


do not wish to do it I do not suppose they would make 


US. 
Q In arriving at the cost you took into account royalties? 
A Less 
Q If you were asked, if you were in the position of the 


Commission and you were endeavouring to determine the 
cost cf producing e@ barrel of oil, would you not consider 
that royalties is part of the cost of financing the well? 
In other words, it is a capital cost and not an expense? 

& Neturally. 

C You’ do. So that in calculating the cost of producing a 
barrel of erude, the fact that some wells have 30% 
royalty or 20% or 15% or 50% or 100% should not be 
taken into account? 


A It certainly should. 
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It should? 

YES 

Probably you did not understand my question. From the 
company's standpoint that is perfectly true. They have 
paid out that money. If you sell some royalties you are 
bound to have the royalty in mind, and the man or person 
who holds it. There is no doubt whatever to the company 
itself it is an expense. But from the Commission's stand- 
point and from the publié standpoint, we have Turner Valley 
With so many barrels of oil down there. The only costs 
that cen be properly taken into account and written against 
the oil is the taxes and the actual operating costs. The 
rest of them are capital costs and can be written down by 
depletion, amd not as an expense as is the customary way 
of doing it for companies for financing purposes. Would 
that be your opinion? 

If I understand your question, Mr. Plotkins, clearly it is 
obvious that a well with a 20% royalty against it, a gross 
rceyalty, ard a well with a 30% gross royalty, thers would 
be a difference in the cost of producing 70 as against 
80%. 

So that it is only an artificial difference? 

It is only an artificial difference. 

In fact there is no difference because the oil comes 

out of the ground and the only royalty is the Government 
royalty you have nothing to sey about. fhe other royelties 
are perfectly within your control should you choose to pay 
them or use them to finance that way? 

It costs no more to produce 300 barrels per day than it 


costs to produce 200, only in the net result. 


If you were the owner of all the wells in Turner Valley 
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Robert Wilkinson. -6239-— 
and your cost would not be determined by any one well, 
it would be determined by operating all the wells and | 
by the production of all the wells, would it not? If 
this was a unit development and you had control of all 
the wells, your cost would be the average cost? 

A Under a unitization plan. 

q Yes? 

A Yes. 

Q So from a public standpoint that is the way the Commis-~ 


sion should determine the cost, because I am asking you 
this question, if 1OOl artificial factors are allowed 
to intervene the cost figures are distorted and it is 
for the purpose of arriving at what is fair, or what 

is the cost of production and what the public should 
pay for oil, or what the companies should pay for oil, 

and these artificial factors should be ferreted out 

and thrown aside? 

A Well I am not quite sure that I follow the question. 

Your question, Mr. Plotkins, is we have @ndeavoured to 
confine ourselves to our own activities. I do not 

know how other companies operate or what they are prepared 
to submit or anything. I have not oollaborated with 
anyone. We have merely submitted our own figures. 

q So that all the commission accountant or the Commission 
Counsel has asked your Company to do is to present | 
apparently whatever figures you sce fit to produce? 

A ves. 

Q So that if other companies do not follow the same procedure 
comparisons will rot be of any va lue? 

A In other words, you feel the companies who do not wish to 


present the information do not have to? 
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Donald F. Rogers. 


Q No, I am not saying that. What I amasking you is this, 
and I am just trying to get you to answer that, would 
it not have been much more preferable if the Commission 
accountant had devised a standard method of arriving 
at these costs, and had submitted that method to every 
company and asked them to fill in the standard form in 
accordance with the instructions so as to make it uniform 
for all companies reporting, and then the Commission 
would have been in a position to determine accurately 
the total over-all cost of producing a barrel of crude 
in Turner Valley. 

A It might have been a much better procedure. I do not know, 
I am not qualified to say that. 

As a business man vould you not think that would be proper? 

B As a business man I would say it would give a much more. 


accurate picture. 


DOIBLD FERGUSON ROGURS, 
having been duly sworn, testified as follows:- 
Q Mr. Rogers, you are the Manager at Calgary, of the 
Prudential Trust Company Limited? 
A Yes sir. 
€ And you have some information with respect to costs of 


two companies, the Sunburst Oil Company Limited and 


Granville Oils Limitea? 
v) Only one, Mr. Frawley. Not Granville. 
q Let us dispose of Granville. You are not able to give 
us any information with respect to Granville? 
A No. The head office of that Company is in Vancouver. 


The reason that we are in a position with respect to 
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Donald F. Rogers. -6241- 
Sunburst is that the Sunburst well is in our hands 
under a Trust Deed. They went into default. The well 
was finished by other people and until thet money is paid 
back we operate the well. 

Q You are not operating the Granville well? 

4 No. 

Q Whet connection have you with that well? 

A Ve simply are trustees. ‘Je have e Trust Deed under which 
the moneys are paid out. 

Q Vhat can you tell us about the costs at the Sunburst well? 
How many wells? 

ny The Sunburst has one well only. It is @an example of where 


there is no possibility of having another well. It is on 
a 20 acre lease. It has an exceptionally high gross 
royalty against it, 324%, so that there is only 673% 
available to pay back the cost of drilling the well. 

q Wheat. was the cost of drilling the well? 

A The cost of drilling the well, I have the auditor's 
Statement here from the time the well same into production 
till the 40th of November, 1958. The cost of Grilling 
the well was practically ¥181,000.00. 

& How much of that has been paid back now? 

4 ween 850,000.00 or $60,000.00 at the time I speak of. 

Q Now we have been talking about this royalty business, 

and perhaps I should ask you about that. “2 LS thisra 

Crown lease? 

& Crovn lease. 

The royalty to the Crownis what? 

10%. 

How many other royalty holders? 


> D & DP & 


Tuo others. 
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Donald F. Rogers. 


Q seach holding? 

A One 124 and one 10. 

Q A total of 328% gross royalty? 

A Yes. 

Gq And the production has been? 

A The well produced in the period under review, which is 


the last audited period here, produced 64,541 barrels, 
which has netted the Company 43,535 barrels. 

@ Let me file that statement and you can speak of it. 
You are offering a statement which pucports to show the 
cost per barrel at Sunburst No. 1 well? 


A Yes. 


DOCUMENT IN QUESTION IS NOW iARAED 
EXHIBIT "ca4". 


A Based on this audited stctement: 
Yes. Using the auditor's statement as @ basis. I will 
file that too now, Mr. Rogers. You are filing Mr. H. 
E. Howard's statement of Sunburst Oil Company Limited as 
at 50th November, 1938? 


4 Correct. 


DOCUMENT IN QUESTION IS NOW MARKED 
EXHIBIT "225". 


Q What have you got to say about these figures on Exhibit 
| N2A4"? 
& The figures on this statement, sxhibit "ec4", the operating 
expenses there are the actual operating expenses, out-of- 
pocket operating expenses to operate the well during the 


period under review. During that time the well produced 


43,565 barrels at an out-of-pocket sxpense, including all 
g operating expense, of ye0,427-00 or 46, practically 47 


cents a barrel. The other figures on that statement are 


simply the costs of the capital expenditures provided the 
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well produces 10,000 barrels per acre or 20,000 barrels 
per acre. At the time of this statement it had produced 
4000 barrels per acre. 

Gq You have a note there, Mr. Rogers,"depletion and Income 
Jax not figured into cost." 

A No, no allowance has been made. This statement is only 
an interim statement to the 30th of November, and the 
complete statement to the end of the year is not resdy 
to March 3lst. 

Q Would you need to worry about depletion as you have made 


provision for the cost of the leases? 

A Pout do not think so... It is provided: for’ there inthe 
return of capital. 

G So you have a cost there if you use the per acre recoverable 


figure of 10,000 barrels per acre, you have a cost of 


$2.54? 

A $2.54. 

q And if you use the 20,000 barrels per acre recoverable, 
1.50? 

A $1.51. 


Q You say it has only been producing since the 6th of April, 
1938. You say it is more on the basis of 4000 barrels 
per acre? 

BA It has produced 3000 barrels per acre in this year. 
That 64,000 odd. Therefore I did not drop it any lower 
than 10,000 barrels which I thought probably could be 
figured on. There is no time element also in this 
statement. These costs are simply the present costs pro=- 
jected. That will undoubedly increase. 

Q And you are receiving the posted field price are you? 


" ~le16 or $1.2u. It varies I think. Does it not, ir. Plotkins? 
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Mr. Plotkins buys the oil. 


Q You follow the Imperial posted field prises? 


Yes. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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ck 
2. Me Session 
THE CHA TMWWIAN : Mr. Nolan, you are giving some 


thought to this, I pywesume? 

MRe NOLAN: Yes, we have been trying to 
acquire a little benefit from what has been going on bes---~ - 
fore the Commission up to the present time becausc the 
problem yhich confronts the producers here is multiplied 
tenfold in nur case and we hope that we will have some« 

thing that will be of some little assistance anyway to the 
Commission. we are working on that now but there are enough 
Other witnesses to take up the afternoon. 

MR. FRAWLEY: rire Plotkins has asked if he might 
be allowed to interrupt the proceedings for a moment to 
bring certain matters to your attention, Mr. Chairman. 

MR-e PLOTISINS: After consulting Mre Frawley, coun- 
sel for the Commission, he deemed it advisable that I should 
draw this matter to your attention and ask for advice. It is 
in connection with this pipeline connection that I have been 
endeavouring for some two years to obtain and as a result of 
my interview with the Royalite and lire Sweeney whom I ap- 
pointed to negotiate with them, it was understood that we 
would be allowed to go ahead and put in the pipeline and con- 
nest to the main line and await the outcome of the Royal 
Commission as to the terms that we would be governed by. Now 
as a result of that I proceeded to make arrangements to put 
in the line but on phoning the offices of the koyalite I was 
advised that nothing could be done until the contract had 
been signed and after almost a month of waiting and con- 


tinuously phoning I obtained this contract. Now the terms 


of it are such that I cannot carry it out. It is impossible 
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for ouy company to carry them out and what I want to draw 
to the Commissionts attention is the fact that it is 


costing us $900 a month at the present time to continue 
under the present conditions where we are paying 6 cents a 
barrel to the Imperial Oil and that time is quite a factor 
to use “En fact under the presant--conditions that have-ex 
isted for some months in the price situation we are dom to 
where we cannot make a profit and this additional burden of 
#900 @ month is quite a burden. Now Mr. Frawley thoght it 
advisable for me to get in touch with Judge Carpenter~+-- 
MR. FRAWLEY: Now let us be clear about what I 
thought. Perhaps you had better finish what you are saying 
and I will speak for myself. 

MR. PLOTEKINS: I would like to petition the Com» 
mission for relief, immediate relief. I do net know whether 
it is in the compentency of the Commission to ordor that we 
be given the privilege of connecting up the line immediately 
and awaitiug the statutory conditions to govern it or whether 
I should make application some other way to the Public Util- 
ities Commission and that is why I would like to come to the 
Commission at this time and ask for either a ruling or an 
Opinion. 

wR.e FRAWLEY: At half=-past wwelve to-day, Mr. Chair» 
man, wire Plotkins came to me and handed me a letter which I 
have in front of me, together with an unsigned agreement be- 
tween his company and the Royalite Company, together with a 


memorandum which he told me set out his objection to Certain 


Clauses in the agreement. The gist of his letter which I 


need not read, the gist of it is that he seeks now to come to 


this Commission directly to obtain an order from the Commission 
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& direction from the Commission requiring the Koyalite 
Oil Company to permit him to construct hig four-inch 
delivery line from the present juncture of the Koyalite's 
trunkline to his refinery. I told him at onee that the 
Gommission had no power to make directions of any kind, 
that it could only recommend and that in view of the 

Btatute recently passed, this pipeline is now, at the moment 
@ public utility and subject to the jurisdiction of the 
Public Utilities Board and presumably it was therefore within 
the jurisdiction of the Public Utilities Board, after proper 
inquiry, to make tho direction which he sought from this Gom- 
Mission. That is all I said to him and he again told me, 
when we came intc Court this afternoon, that he wanted to 
bring this to the attention of the Commission at once. I 
did not personally appreciate why, 8© I said the best thing 
to de was for him to interrupt the Commission, so that if you 
bike, if you consider the matter important enough, I night 
present to you some background of some facts as to what has 
been transpiring in connection with the matter and iir. Nolan 
woula@ of course have an opportunity to state his side of the 
case, if you think the matter ia of the urgency which ir. 
Plotkins indicates, in order that you might deal with it in 


such manner as you saw fit. I of course intenc when we reach 


the conclusion of the, when we reach the pipeline part of 
our gase again, the conclud ing part, the terminal storage in 
other words, I intend to go into this of course and to dis- 


cuss with the Sommission the B» A-'s connection which has 


recently been made and this line situation and generally the 


whole matter and I thought that that was all that the sit- 


uation required so far as I was concerned. wr. Plotkins 


i ; a 
ina? uy 
i at 
Mabank 


; nN i; Mra! 
ed, mers ye @: a Salt 
ee 7 t — , 
ial of 7 
dial ; 


es HH ee 
‘ 


ait: He Sead de thd) nine inion é is ee 
Stakat ana ne; ened oete OM eset’ on ny . 
Lend: ted! Wels ahs tent ne: Pasuinoce aneen 
“sao ih ee he ah ake Rhee abdasag,% 
Bid Kap bee eet bed a, Meh Os aati baa wit 


i irrd 


nO ig hpi sacs". i 86 BB. + ance forages, ay Se 
Mj spite Ricet at ase mK poe oi. soe bk tenk ae od i 
Gtigervase, od: Sew  nagoreat ta, wade #09 | td | nae 
|) ® enaa tage an Lime: sr te nob netoe ot; 98a a 
as hii i deta a a ii! ee Pigiponats: “yk sonra md 
To as Fake 8 +f) “ame ‘pat Serene OL atsasieset an a 8 in | 


; 
i 


cll 


one a” 

td shale « diee0 neve, BD relent ne ~sabianas reat 
: ‘pad wait OF Be 6me Laat e | Bay cea Sot | , a MON. Ot 
“pe ae i bee SAS. DOM et pei acitgonniie, a 
nae gg sibs Bw BEh dee are tho enogge PROBS: 
oe “ti, a hl AERO BE ant an #93 eh dou. vlteaatat 


he 


f ‘on i dei > ‘ 
Senate Laity ae ana ori 


‘ae ak helyn Spats tate ce, gona Aebeo phawgeoot an. 


dose ew esti fue on £ 8 THRD, $0. fr a, Lita BOX, ge. 


ih oa 
ie wh et aad roe phy aed i sen ov aed «00. ata 
4% Pails uly AE Cn 


at iapenets: : ifaeaitoae 0 at 04 gat bu fonge, She 


hs are (HOM nh 4 eat! a pegs yey Pi 5 a a 


cone “hive be: eon : hala + ae b iat oad ee oe ‘Daodat a a s eon 2 il ato ) 7 


nar iotoiw soadvennNS & otek. iy end ‘satnniaiecd pat, day ne 
4 a 4 


Nii 
ach 


RL Ae, it 4 fF Gti tp Re ‘wee 2 
_ ; x il an - “ 1g oo pi 
ft { ; i] ' 

\ 4 A ae Bie ! «eal 


C=3 

& = 0248 
speaks of the matter as being urgent and I am naturally 
in your hands as to what you desire me to do ct the moe 
ment and whether you would like to hear what is to be 
heard about that particular matter, the line connection, 
so that if you thought that you might deal with it separate-~ 
ly or not at all, just whatever you thought advisable. 
THE CHAIRMAN: Anything to say, ire Nolan? 
MR. NOLAN; Only this, sir, that I understood 
from what wus said a few moments ago to the Commission that 
there is to be evidence produced next week as to the proper 
practices in respect to tho pipeline connections, that the 
evidence is not very full on that particular matter at the 
moment and it has to be gone into with some thoroughness at 
that time. All I know about the contract is that it was 


presented to lire Plotkins and I understand submitted to him 


some time ago, some weeks ago, and that so far as my clients 
are concerned they have not heard from iir.- Plotkins since, 
either as to his agreement with the contract or as to hie ob- 
jections to anything contained in it and I do not think that 
it is the duty of this Commission to adjudicate between 

people who seem to be unable to arrive at any satisfactory 
agreement, one as against the other. Recommendations will 
doubtless be made in the future as to how these matters 

should be dealt with generally and I think the matter should 
be allowed to remain in abeyance until that moment arrives and 


Mr. Plotkins oan take any other steps that are opem to him 


in the meant ine. 


MAJOR LIPSETT: vhat is the position, iir.e Nolan, 


with respect to the british American? That connection has 


been made? 
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MR. NOLAN: The connection has been made and 


I understand that these gentlemen who will Come early 
next week are going to speak to the Commission as to w ho 
Should pay for it and who should have control of the op- 
eretinn,of it. 

MAJOR LIPSETT: Are the terms cf that connection 
being referred ‘to the Commission, the arrangements between 


the twe companies? 


MR. NOLAN: That they be referred? 

mA JOR LIP SETT: Are those the terms of a special 
ecntract? 

Mre NOLAN: I do not Know. 

Mme HARVEY: I understand there is no special 


eOntract at all. It is just an urgency agroement ae be= 
tween the two companies that wo would put in the line and 
submit the facts and figures and our contention as to how 
the line should normally be put in, and both companies havs 
agreed as I understand it to abide by whatever decision or 
recomaendation the Commission makes, chooses to make and to 
make it retroactive. | 

hiRe FRAJLEY: That is precisely what Mr. Plotkins 
suggests that the company should 40. 

TEE CHA IRwAN; hr. Plotkins, so far as we are con- 
cerned we share your anxiety of getting this pipeline matter 
disposed of by the making of such recommendations as we 
think proper tc make under all the circumetances. It is 
probably unnecessary bo say te you, in view af the evidence 
that we have heard already, or to say anything of what we mey 
with respect to terminal matters, that the 


yet have to hear 


subject of the pipeline connection will engage our attention. 
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So far as the getting out of 
our report is concerned we are rexdy to make delivery of 
Our report at any time that we are able to have before us 
the further evidence that we Suggested might be desirable 
from everybody's standpoint to put before us. ‘Je do no t 
anticipate any delay. It may be that me report will be 
@ll you hope for or it may not. That is a risk whioh you 
take in appearing before anybody, as to how convincing your 
evidence will be but suffice it to say that there is going 
tc be no undue delay, certainly not on the part of this Com= 
mission, in getting that report out. We could have had it 
out some weeks: ago, but we felt that perhaps we would not do 
full justice to everybody without giving them an opportunity 
to give thought to and if thought wise to present further 
evidence to us bearing upon the terminal matters. 

Now we are qiite powerless to make 
any order. Our whole duty is to make our recommendations to 
his Honour, the Lieutenant Governor of this Province. There 
Our powere begin andend. we will try to make such recom 
mendations as under all the circumstances seem to us fair 
ones. Beyond that we promise ne one anything and we will 
make those recommeidations immediately that the various par- 
ties interested, and their counsel, are able to put before us 
such further evidence as they want to doe Now there have been 
delays here and delays there fram time to time, that seem +t 
me quite idle to try and fix blame for.» IT think everybody has 
been making a reasonable effort to do what they could to as- 
sist us but this matter is new to many of us engaged in it, 
above those connected with the Commission and it 


other and 
does not go along as a.oothly as we might hope for but we 
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think all we can say to you is that so soon as tie 
evidence is in a report in respect of pipeline is going 

Out to his Honour, the Lisutenant Governor, ama I would 
think, Mr. Frawley, that when received by his Honour in 
all likelihood it will be quickly referred to the Executive 
Counsel and quickly :recared. That ha ever we can enly | 
surmise aboute One would hope that would be so, so that 
everyboagy engaged in the further inquiry would have the 
benefit of knowing what had happened in this first inquiry. 
L think you may conficently hope that you will not expe r= 
lence much more delay, whatever our recommendations may be, 


in putting them forward at least. Beyond that we have no 


powor. 


NR. PLOGTKINS: E had heped, Mr. Chairman, that I 


would be put in the same position as the British American. 
They weit in and put theiv lines in and both companies 

agreed to abide by whatever decision or recommendation may 

be made. 

THE C4 Thi AN ; we are not forgetful of the point 

you make but in turn we hope you will not be forgetful of 

our powers and privileges. The British American and the 
Royalite have come to a satisfactory agreement between them- 
selves, not through any intervention of ours or any sug gestion 
of ours. You unfortunately, as you see it, have not been able 
te come to a private treaty with them which is satisfactory to 
both aides. Now that is a practical difficulty between you 
two but it is not something over which we have the slightest 
Gontrol. when we come to discuss pipeline connections we 
will not discuss it on the basis of what the B. A- aad the 


Imperial have agreed to or have not. we are discussing what 
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is in our opinion a proper, what will be proper to be done 
in respect off pipeline connections, if any. Now if you 
pause to think about it you will see we have not the 
slightest power to command anybody to make an agreenent 
with you satisfactory to you any more than we have power to 


command you to make an agreemant with them that is satis=- 
factory to them. The British American and the Royalite have 


happened to have agreed but you have not, but that is soame- 
thing quite outside the scope of our Commission as we see it, 
Mre Plotkins. Whether we are right or wrong, that is the at- 
titude that we must take up. 


wR. PLOTKINS: Thank you ::re Chairman. 


(Go to number 6253) 
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GEORGE J. BRAKE, having been duly 

sworn, testified ae follows: 

Q MR. FRAWIEY: You are the production 
manager of Davies Petroleum Limitea? 

m Yes. | 

And you are operating how many wells? 

We are actually operating two. 

What are they? 

Nos. 1 and 4. 

Davies 1 and 4? 


Yes. 


oe we ee 


Can you tell us about the amount of production, the 

length of tae Davies 1 has been in production, and the 

amount of production to date? 

A I can give you some figures, Mr. Frawley, that may be 
of some help to you in that respect. 

Q If you will read into the record what information is 
contained in that memorandum?’ 

A Davies No. 1 came into production in April, 1938, and 

up until the end of March of this year produced 

107,776 barrels. The gross revenue was $129,104.98, 

less royalties paid $35,554.97, leaving the net gross 

revenue of $93,550.01. 

Is that all you can tell us about No. 1? 

Tat is all the figures I have, Mr. Frawley, on No. l- 


You have not any cost figures of any kind? 


we a Ee wD 


No, I have none. I think I can explain that in this 
way, that the Davies Petroleums is a B. CG. organization, 
and up until the end of January their books were being 

kept in B. CG. at that time they decided that they had 
to make a change and bring them to-Calgary and start in 


to break down their costs and try and arrive at the 
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figures which we are very anxious to have and which 
you were anxious to have as well, and that is what we 
are in the process of doing now. 

Q They are trying to work out some figures now on the cost 
of production? 

m On the lifting costs, yes. 

@ There is no hope of that being completed very ston, is 
there? ; 

me No, it will take eee cone for them to dc that. 
So that you just have not any information either as to 
operating expenses or as to capital charges to be spread 
over the length of production? 

A Thave not. Those are the only figures in my possession. 

Q@ Have you just the same information with respect to 
Davies No. 4? 

A Yes. 
Now, read that into the record? 

mi pavyies No. 4 came into production in October, 1938, and | 
until the end of March of this year produced 42,689 barrels, 
giving a gross revenue of $51,947.90, less royalties 


$20,422.34, leaving a net gross revenue of $31,525.56. 


(MEMORANDUM OF PRODUCTION AND 

REVENUE OF DAVIES PETROLEUMS 

IS NOW MARKED EXHIBIT "226".) 
Q MR. PLOTKINS: Have you any other wells_ 


besides No. 1 and No. 4? 


A Well No. 2 is a well of Davies Petroleum but operated by 


the Royalite Uompany. 


You have nothing to do with the management or operation? 


A Absolutely not. 
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_ALEXANDER Mac'VILLIAMS, having been duly 
sworn, testified as Poditiows - 
Q BY MR. FRAWLEY: Mr. MacWilliams, you are 
connected with Royal Canadian Oils Limitea? 
Les. 
You are the managing director of Royal Canadian Oils Limited? 


Yes. 


oOo f 5 - 


And you have been asked to come and tell us what you can 
with respect to the production costs of that company, and 
you have prepared some information for the Commission. 
There is just one well? 
A ‘Two wells. 
Have you shown the production ---- you have shown them 
Separately? 
mw 6COXes. 
Q Have you got a statement to file with respect to the 
production costs on No. 1 well? 
A Yes, I have that here. 
This is a statement ---- 
A inet is No.. 1. 
I will just offer this statement as an Exhibit, Production 
Costs on No. 1 Well, Royal Canadian Oils Limited. 
(DOCUMENT IN QUESTION IS 
NOW MARKED EXHIBIT "227.") 
Q You have a copy of thet? 
A Yes. 
Q Will you read into the record the salient information 
eontained in that statement? 
A No. 1 Well came into. production in December, 1957. The 


statement is to February 28th, 1959. Total production of 
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barrels, 168,318, and a total cost of production of 
$21,932.11. I have given it in months, this is the 
actual cost of productiou including acidization, 
repairs, replacements and wages. 


Now, what is your experience, what do your figures show 


> 


as to whether the cost has gone up or gone down, the 
cost per barrel? 

A The average cost per barrel, according to the statement 
is 154 cents per barrel for the No. 1 well. 

Q That 15 cents per barrel is what, represents what. Or 
what does it exclude, should I say? 

A It just includes the actual cost at the well. 

Q The actual cost at the well? 

A The actual cost at the well of production per barrel. 

Q) No head office expense? 
No, no head office expense. 
Nothing allowed for depreciation? 


A 
Q 
A Yes, depreciation onthe production equipment only. 
Q And nothing for depletion of the well? 

A 


No, not on that statement. ; 


ce) 


And nothing for the cost of drilling spread over--—--- 
No, I have another statement. 

Not in that statement, Exhibit "2e7"? 

No. 

Nothing for the cost of the lease? 


No. It is the actual cost of production. 


os 2 % Fo S 


You set it out in barrels per month. I see from the 
statement, Exhibit "227", for the month of December, 1937, 
that is the first month of production, the ecst per 
barrel, qualified in the way you have just qualified it, 


was 43.2 cents. The next month of January, 1938, 


59.2 cents; for February, 1938, .11.233 March, 14.4; 
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pout; 9.4; May, 8.8; June, 8.2: July, 36; ‘August: 
5.4; September, ee October, 5.3; November, 13.2; 
December, 11.5; January, 1939, 13.2; ana February, '39 
Bal. Oy: 


b] 


A The reason of that is the first two months you have 
your acidization, and a lot of extra expense. 

Q And it jumps double from October, 1938, to November, 1938, 
meom 5.5: to. 13.2? 

A That is accounted for by some extra work at the well. 

Q Now, then, so much for that. Have you got a similar 
statement for your No. 2 well? 

A Yes. 
MR. FRAWLEY: I-A offer that.” My. 
Chairman, Production Cost on the No. 2 Well. 


(DOCUMENT IN QUESTION 
IS NOY MARKED EXHIBIT "228.") 


Q That came into production when? 
The No. 2 well came into production in Ogtober, 1938, 
and the production until February, 19389, was 54,250 
barrels. Total cost of production at the well ,$6,545.00. 
The first month cost 23.1 cent due to acidization, 
the next month 8.4; the next month 4.5, and the last 
month 6.6, average cost per barrel, 12 cents. } 
That is comparable with the 15z cents on your No. 1 Well? 

A Yes, and adding on your depreciation on equipment only 
would make it 13.1 cents per barrel. 

2 That is taking Exhibit "228", it shows an average cost 
of 12 cents , and adding the depreciation cost per 
barrel of 1.60 cents? 

A On your production equipment. 


On the production equipment only? 
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That is at the rate of 20% per year. 

That makes 13.6 cents per barrel, and that is at the 

rate of 20% per year? | 

res. 

How do you arrive at that figure? 

Well, that is just about what I figured it would Bes 

just about 20%. 

Did you have any engineering advice about that? 

Well, only the experience I have had with other wells. 

You have another statement for No. 1 well made up on 4 
Slightly different basis. Will you describe that statement? 
I have given you the report that we had----- 

Mew. we will file these things in order. If you wi‘l 
roughly describe this as being what? 

A statement to show the number of barrels this well will 
produce, and the total cost until the well is depleted 
ernally. 

MR. FRAWLEY: I offer that.) Mr. Chairman, 


(DOCUMENT IN QUESTION 
IS NO') MARKED EXHIBIT "229."} 


Have you got any extra copies of that? 

¥es. 

faves No. 2 Yell and No. 1 Well? 

Yes. 

Tris shows an estimated recovery ver acre of 15,000 
barrels. You start with that? 

Yes. 

You start with an estimated recovery per acre of 15,000 
barrels, and my question then is where you sot that 


figure, and you produce a covy of a revort from Joseph S. 
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Irwin, Consulting Geologist, datea& the 23rd of 
December, 1938? 

me Yes. 
MR. FRAWLEY: . I will file that copy 
of the report. 


(DOCUMENT IN QUESTION 
IS NOW MARKED EXHIBIT "230", } 


Q Now, without reading this report, it is a report to 

the Royal Canadian Oils Limited from Mr. Irwin, and he 
estimates the recoverable oil from your two wells, No. 1 
and Ne. a. Suffice it to say he arrives at a figure 
of what? 

meracure of ©00,000 barrels on No. l. 

poO.000 berrels on No. 1, am on No. 2? 


800,000 barrels. | 


or a. Ge 


Now, using that figure and going to Exhibit "229", you 
estimate the life of the well at ten years, and you 
estimate the daily allowable at 164.4 barrels? 

A Yes, I got that by dividing the number of 5,650 days 
into 600,000 barrels, and that would give you an 
estimated 164.4 barrels. You multiply that by $1.20, 
which is the price per barrel. 

Q Tat is the price per barrel to-day? 


A Yes That really has nething to do with the statement 


I just showed you. 
Q It shows you a revenue of $720,000.00, if the field 


price remains the same? 


A Yes. 
Q Quite so? 
A Cost of drilling No. 1 ‘ell was $143,281.00. 


Yes? 
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A 


Cost of production equipment, $15,292.00, cost of 
producing well during its lifetime 3,650 days, totals 
$153,500.00, od your total expense there is $293,073.00. 
You leave out income taxes and royalties, they are not 
included? 

N6t included. Idid not take those into consideration. 
That is just the cost of the total well. 

Therefore, you divide the $293,073.00, your total cost, 
by the 600,900 barrels, which you expect to get, and you 
have a cost of 49 cents per barrel? 

what is correct. 

Now, the No. & well, you have made a Similar calculation 
mere pesca upon Mr. Irwin's report, Exhibit %260") jand 
you come out with a figure of 36.6 cents? 

Yes, 1t is a larger well. That is the reason of that. 

By the way, that has not been filed, has it? 

No. 

WR. FRAWLEY: I will offer the state- 
Mont on the No. © Vell of the same king, \showing an 
eepimeted cost for the.lifetime of the  fleld@. 


(DOCUMENT IN QUESTION IS 
NOW MARKED EXHIBIT "231". ) 


You have nothing in for cost of leases? 

No. 

MR. COMMISSIONER TIPSETT: What is the figure on 
the No..-2 #ell? 

MR. FRALEY: No. 2 Well, 56.6 cents. 
MR. PLOTKINS: In this. firss sevler 
operating cost figures, not these last figures, but the 
first figures you submitted, did you include any 


royalties? 
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Humphries. 

No royalties. 

Not even Government royalties? 

No, that is just exactly the cost of producing at the 
well. | 

Do your z0sts go up as your allowables go down? 
Naturally, yes. 

In your estimation, how much did they go up, in the 

past ye4r you have had some experience, in tthe months 
of November and December? 

Well, at first that was not on account of the allowable. 
That is on account of the acidization. There were two 
acidizations in there which cost about $7,000.00. 

You probabiy did not get my question. Would you be able 
to estimate how much more it would cost you per barrel 
to produce under a lower allowable? | 

You could possibly get that by the difference between 
the 600,000 and the 800,000. One cost 366 cents and 

the other 49 cents. 

Yes, but inthe monthly operating cost? 

There is not a great deal of difference. 

Are your wells above the average or below the average? 
They are above the average. 

And your reflection would be less than in a smaller well? 


Uaat Us: right. 


THOMAS HUMPHRIES, having been 
duly sworn, testified as follows: 
BY MR. FRAWLEY: Mr. Humphries, you are 
appearing to-day representing Share Royalties Limited. 


They are producers of crude oil in Turner Valley? 
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Yes, they have one small well on 20 acres of land. 
What can you tell us about their cost of production? 
I do not want to say anything about cost of production 
because I do not think cost of production can be 
ascertaired with any degree of accuracy. I wrote to 
Mr. Frawley on She 29th of March, 1939, with regard to 
the matter. The letter is as follows: 
q f have to acknowledge receipt of your 
letter of March 25, 1939 drawing my attention to 
your letters of December 8 and 12 relative to the 
above matter and trust you will accept my apology 
for not replying to these letters at an earlier 
ee5e.) sYouewril appreciate, L amysure, that, whilst 
the Commission was sitting my time was fully occupied 
with pipe line matters. 

With regard to the subject matter of your 
letter of Decemb er 8 my thought has been that Share 
Royalties Limited, being a royalty company operating 
only one well, any information regarding its cost 
of operation would not be of much value in ascertain- 
ing the cost of crude oil. I am also of the opinion 
that it is not possible to obtain the cost of crude 
oil to Share Rovalties Limited until all the 
recoverable oil has been obtained. However, the 
books of Share Royalties Limited are kept in this 
office ané all information regarding the cost of 
the well and the monthly operating expenses are 
available to nomena if I can he, Of eny. Service. in 


this matter, I should be glad if you would advise me." 


However, I have made some estimates. You will have to 


take them for whats they are worth. 
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Q Yes? 
A I have a statement here which purports to smw the 
estimated cost of crude oil to date of exhaustion. T 
have estimated what the production will be to the date 
of completion. 
MR. FRAWLEY: i Will fibe ‘thea: 
(SHARE ROYALTIES LIMITED - 
ESTIMATE OF COST OF CRUDE 
OIL TO DATE OF EXHAUSTION 
IS NOW MARKED EXHIBI® "232". ) 
Q What can you tell us? 
E The statement is headed "Estimate of cost of erude oil 
to date of exhaustion. Share Royalties Limited. The 
cost of the well was $147,473.20. The cost of the 
lease, which is 20 acres, was $59,500.00, making a 
total of $206,973.20, which is to be recovered out of 
production. Cost of casing and production equipment is 
approximately $48,000.00, which also has to be recovered 
out of production. Following that I made an estimate of 
the produc tion iat ne may expect from the well to the 
date of its exhaustion. We know the production the 
first year, to September 30th, 1938, was 82,152 barrels, 
and I made an estimate for future production, 210,000 
barrels, which is based on an estimated life of 7 
years, and an estimated daily production of 100 barrels 
per day for 350 days per year. That is my own estimate, 
100 barrels per day, based on the pro-ration of the well, 
last Winter a minimum pro-ration of 88 barrels, and the 
present pro-ration of 130 barrels, and what Mr. Taylor 
of the B. A. Oil Company, the engineer whom you consulted 
last year, gave us as to the expectancy of life and 


production. So our total estimated oroduction from the 


well amounts to 292,152 barrels, which is equivalent to 
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approximately 15,000 barrels per acre. 300,000 

barrels would be 15,000 barrels per acre. From that 

I deducted the Governma t royalty of 10% and the 
vendor's royalty of 10%, making 20% in all, or 58,430 
barrels, leaving the net prodwtion which may be expected 
Ol 255,720 barrels. Now, the cost of obtaining pro- 
duction. Our operating expenses the first year, we know, 
because they were actually incurred, including administra- 
tion, land taxes and other Government taxes, $24,042.00. 

I have estimated the operating expensss for the Last 

6 years, which makes the 7 year life in all, at $10,000.00 
per annum. That is based on ovr experience during the 
last six months, which would make $60,000.00, making a 
total operating and administration charges of .$84,042.00, 
actual cash expenditures. Then we have to recover our 
cost of the well and the cost of the lease, $206,973.20, 
which amounts to, which we call depletion, and which 
amounts to .88& cents per barrel, and depreciation, 85% 

on production equipment and casing, amounting to $32,300.00, 
which gives us a total cost of the erude oil to date of 
exhaustion of $323,315.20. Dividing that by our net 
production, 233,722 barrels, we obtain a net cost per 
barrel of $1.383. ‘Ye have made no provision for income 
téxes, as these are presently asscssed against the 

holders of royalty units. And there is no provision made 
for the cost of lifting equipment, which it may be 
necessary to install at a future date or for additional 
operating expenses, which will be incurred by the 
additional lifting equipment. I am unable to estimate 


those eosts. 
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MR. FRAWLEY: Mr. Cameron is here 
representing the McDougall-Segur Oil Ceompany. I think 
he was endeavouring to get an accountant. For my part 
I would be quite willing to hear what Mr. Cameron has 
got to say about costs. 

MR. CAM@RON: Mr. Chairman, I have had 
several discussions with Mr. Frawley about this, very 
casual talks, and I told him I would be vrepared to 
have somebody here, preferably our auditor, when the 
Commission was ready to hear him. I expected to get 
definite word. I did get word at ten minutes to two. 
I immediately got in touch with Mr. Williams and Mr. 
Williams thought it was a very big job apparently, 
although they are very small wells and he did not know 
on what basis the calculations were made. I told him 
he was in the same position as everybody else. I did 
not know that anybody else knew that. But that is the 
Situation. If it is wrth while for these two small 
wells, which are rather in a class by themselves, just 
about at the point of exhaustion, he would be ready to 
come up at any timc, if the Commission thinks it is 


worth while. 


MR. FRAWAEY: Are they crude wells? 

MR. CAMERON: They are crude, very 
crude. 

MR. FRAWLEY: Te are showing no favours, 
we want the big scomnanies and ‘he smal] companies. ‘le 


may give you the honour of following the Royalite and 
putting in your evidence after they are through. 


MR. CAMERON: You had better listen to 


the evidence of the Royalite. 
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HARRY MORTON MACK, having been 


first duly sworn examined ‘ty hir. Frawley said: 

Mr. Mack, you are the President of Sovereign Koyalties, 
Limi ted? | 

I am. 

When did that well come into production? 

In November, 1936, I believe. 

In November, 1926, and it is still operating? 

Ib, 18s 7 

And what kind, what sort of petroleum is it vroducing? 
Well at the present time it is producing just on the margin 
between crude cil and naphtha. 

About what gravity? 

Around, it runs from 63 to 65 or 66. Last month we got 
about 50% or a ittle more than that naphtha. The rest 
was crude oil. That is due to the high pressure that we 
have to put on under orders of the Conservation Board. 
And what are you getting, what field price are you getting 
for that? 

Well last month I believe it was, the naphtha £ think was 
eli.or 214, I. just, forget, one or the other and the other 
was, I have not got the exact gravity. 


It followed? 

Close to 60, the regular field pric? anyway. 

Now Mr. Mack, are you able to tell us how many barrels did 
it produce when it first came into production? 

Between 70 ané@ 80 barrels of naphtha, it was rather high, 
close to 80 I believe. 

And what is it producing now per day? 


Well approximately 15 barrels. 


That is under proration? 
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A Under proration. Wwe are shut-in very drastically. 
Q what would it be able to produce if you were not shut-in? 
A Well it was, I believe it produced about 38 barrels. 
Q Now are you able to give the Commission any assistance with 
respect to what it has cost you to produce a barrel? 
A Well I have not worked it, although I notice something the 


auditor has, I can give you the figures with respect to the 
cost of the well. 

Q Perhaps if you are going to speak of anything, you had 
vetter file it first? 

A Well this is all I have here, it is the auditor's report. 

Q To enable you to speak about it intelligently it should be 
filed and we can get it back? 

A Yes. 

Q This is ea statement cf production of the wells of Sovereign 


Royalties, Limited, November 30th, 1938, prepared by Mr. 


Ireland? 
A Yes. 
THE CHAIRMAN: Are you putting it in? 
A Yes, if you will let me have it a minute, I will check over 


this, some things need explaining. 
Q MR. FRAWLEY: wy point is that you can discuss it 
after I get it marked? 


A All right. 


(DOCUMENT PRODUCED HERE mARKED AS 
EXHIBIT "233"). 


WITNESS: We took over a hole that was in 
rather a questionable condition, something at about 2300 
feet and at that time the cost of reconditioning and deepen- 
ing the hole, plus a small amount of iiabilities we assumed, 
was $101,378.68; that is the amount of money we expended in 


completing, in putting the hole in condition, casing it down 


Wied, pee zi Pea ian 


r 
i at ee W of 
as ” i 

| 


ibigtgeaand: Treva 
ii alice aN Tay thae 
eb Leeese 2 soy eeods E 

tei 1:18 Per en ett ‘ot ety acbay: M 
ua a8 O98 bang ee SOU A GaOD ’ ead: a tect rte 
| | Hone tie. th Beit a tod wig 
aie 4 wemiaigh'd old HON otts. ‘gio I = eet ed 
ee ~-ihtew at 96% 
Ba eles ao se. 7 od ‘aaton ots nivy eae 
Reet ee oh 

+e ORS oro deaag dist ath Keven cae sr6 ; yi 
ec eee 

7 eA A aan eae ie Tita i | + 


ar 
“) 
= ei Ts a lw hy Ane : te he r 


ca ,* Aes a ane LAINE oe Oss Sere “y a 
Diss De cape a slab uae S| ESET ok Ua 
ae aged: 
7 


pi. 4 4 a arn a ww’ ant oe a0 tt teh ome i “dhe io 
ail yg popetetg GOES. d208 xed? of” “ben intd) veo? 


Cats. OR bree HOY ake walters ® me yi 

qe. yoage P15% | yeemilin wet ered om ‘Yer: LEW oy: sa be, 
sg ktent soe praia eon: pana * 

Pt Gee seis ASS wey Fate at gahor wal SS nee gam a ty 
 vcttieeamn ai tout sodta 


ily Geen SS RS ARE Cee ce ea 
ee = { —— RISD | } 


: ri A A ‘ 7 m< q at - 7 : 
Tie Teel, Teianee Ra one: 8d, y 9%: - deat. 
bite lous ‘ ~ eo, ; : ; F “i i % 4 tes “a * iy 


aa 6 ae cnpeeiainse ‘wid no? teeup s wedtes: a 


ed “Ti ins 


nh Sale Aan, S © once trop on ent test ie ‘ms ‘tee x 7 


os ~ hie ae 


B , Vv ¥ ty ‘fais a ansoms se os Bail reso. nits om 
| ar oe a Fis gis aed - Py, 
ane ow ‘Ce age Javoma se Biv ; “he ne. OLg-p 4 


1 
iy. 


689 ORR 


‘.. b. 


Hei eliack -6268- 


C-4 
3} 


to the 2300 feet and drilling it from there ana complet ing 
it intu the lime. TI believe, I do not know exactly but I 
believe there weve approximately #oU,OOO0 expended on the 
well including the cash paid on the lease before we took it 
over. Jf that was so, I have estimated the total cost of 
the well $133,378.68 but there are some of these figures 
which are unknown to me. I am just estimating from certain 
knowledge I have. 
g Yes. 
That covers the cost of the well. In two years from November 
1936 until November 1938 the well produced 32,808 barrels of 
naphtha and crude sil. The “il I have here marked "crude" 
but there ws more nephtha than crude and--- 
Q Let me interrupt, Mr. Mack, you have a statoment, covering 
the data you are now reading from? 
A | Yes. 
Q That is a copy of it? (Document presented to witness.) 
No, that is not a copy, that is just something I made up, 
thag is different, this is the auditor's report. 
Sal or Te 1b 
We got 20% of the absorption plant proiucts, 20% of the 
absorption plant products, that is the casinghead or the 
absorption naphtha or gasoline, amounted to 14,406 barrels; 
the absorption plant got 72,015 barrels for their share. 
We got 14,403 for our share of the production we secured. 
«e received in those two years $97,077.87. Now there are 
15% gross royalties on the well and we paid out for gross 
royalties $14,538.24; the operating expenses, field and of- 
fice were $16,620.17, plus $11,530.90 for acidizi ng on two 


@ifferont occasions. To get it accurately there will be a 


' 
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4 
asmall recovery, a recovery of a few thousand dollars, say 
$550G for tuding that will be eventually deducted from 
the cost of acidizging. The tubing ve cneee and we have 
to take the Whole ate the cost of equipment and hook-up 
was %8,731.64. Now all of those items make $51,420.93, 
wh ich perhaps might be taken as the cost of operating the 
well in those two years, but of course we have the equip- 
ment and whatever may be recovered from that. Il see the 
auditor here, [I have asked him to work this out, this was 
some time ago, the average price we received for our oil 
and naphtha was $1.97 a barrel: for the absorption plant 
product was $2.11 a barrel. The cost paid for operaticn, 
the auditor has herve 35 cents a barrel, acidizing 24 cents 
a barrel, 59 cents altogether. That has nothing to do with 
the cost of the well or of the leases. I think that is as 
near as I oan give it: to you, sir. Any Other details you 
want that may be in here---~ 

Q Well in the result then you will arrive at what cost? 


A Just operating, without estimeting the cost of drilling the 


well. 
Q Or the cost of the leases? 
A Or the cost of the leases. 
@ You havea figure of what? 
A 59 cents, that is the auditor's figure, not my own, I didn't 
check it, 
MR. PLOTKINS: May I ask a question? 
MR FRAWLEY: Yese 
Q MR. PLOTKINS: Mre Mack, since the Conservation 


Board imposed their restrictions on the production of naphtha 


and crude, what affect has it had on your production? 
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Cut down our production, cut it in two, I woulda say and 
perhaps more. 

Has the total production goné down very much, if you take 
into consideration the share the Royalite is getting and 
what you are getting? | 

I estimate that it has cut it in two. 

The both? 

Yes, the Xoyalite is not getting it, it is going to the 

B. Ao they get 80% of the products going to the plant and 
we get 20% and we get from 5-3/4 to 6-3/4 cents a gallon 
for nur product and I believe that marketed product costs 
about 17 cents. 

Now in connection with the gas that is going to the British 
American Absorption Plant, as your production is cut down 
is not a greater percentage of separator naphtha going into 
the gas, in other words that is, your separator recovery is 
greater in HnaecuAtH obie 

No, the affect of it is, is that the higher pressure holds 
back the crude production and the higher pressure on tle 
well, and the separator gives us more naphtha production. 
We save the naptha and the orude oil stays in the hole. We 
cannot recover the crude from our well. 

No, but with the higher pressure, inatead of 200 pounds if you 
were forced to keep 400 pounds on your well? 

Yes, 

I am assuming that? 

Yes » 

You would allow the crude to stay in the hole? 


That is right. 


And the lighter material would come out ? 
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R«Wilkinson 

A That is true. 

Q But at a given timd in your separator you would Fecover 
less and less nasudhe and more gas, I mean more naphtha 
would be entrained in the gas going to the absorption 
plant? 

A No, Ll think not. I think more naphtha would be liable to 
go to the absorption plent where we-operate-it at a lower 
prenasures 
And why is that? 

Well because we cannot resover it in the separator, you 
must have a higher pressure on the well, and the difference 
between the well pressure and the separator pressure, the 
eveater it is the more naphtha you recover in the separator. 
The less difference there is between separator pressure and 
well pressure the less naphtha you recover in a separator. 

@ Do you know what pressures the british American Absorption 
Plant ask that you deliver the gas to them on? 

A Oh practically 200 pounds, 185 to 200. 

Q Would it make any difference if you had to deliver it at 
400 pounds, as to the separator recovery? 

A We couldn't operate our well. 

You couldn't operate your well? 

A No. 

MR. PLOTKINS: Thank youe 
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"ROBERT WILKINSON, having been re« 
called, examined by iir- Frawley said: 

Q MR. FRAWLEY: Mr. Wilkinson, I have recalled you 
at Mr. Plotkins' request, he wants to ask you something « 


TO hR. PLOTKINS: 


Q Mre Wilkinson, this morning tir. Ireland referred to Central 


Ty We 
« Jhg > 
OK 
‘ 
Ge) 


‘ie : ’ she i ae - ; : : ¥ 
a ve 4 
me 5 


- . 
a —— 


gat} Meee: 


me ie ie - " : ie ¢ n 
OW Oltnik wi alaox edad qed eget Boley a ton Sted 
/ Pewee fe et. i * datas. KER Ge Py chaeta Sivan rote rises 


be ) NORA HG RR fe 


og” wo bemeyes. oe Tee evesea, fokeoe aw é 

SPASISET D wit bus ther ete ae sasaniny imei bed aad se je i 
i 

ois ,orieneny saben Bee “te siasrvitis pail: 


motes, ect ot eee) ae siti ok 


is A 


‘stent ef 


ee a ee 


. 


Spe feees ‘bt tetwerse have 


: 
an - 
ba yos 
ee ee 
LOE eth 
: re 
7 wien _ 


eT. 


Dice ee) ee a eT al 


o-4 See « 
7 


‘Re Wilkinson 
Royalties and you ehaedeed to certain facts or at least 
you disputed certain facts and I would like to take you 
back to that incident, were you the promoter of the 
Central Royalties? | 

A Yes, we promoted the Central Royalties well in 1934, 

1933 I think, December 1933. 

You originated it; at Least you incorporated the company? 

Yes. 

And organized it? 


Yes. 


& & © FF © 


Now in connection with that well you had scme dealings with 
the Royalite Oil Company? 

MR. NOLAN: Now re Chairman, I am wondering 
what this has to do with the cost off production. It seems 

to me everything ought to be kept in some sort of approp- 
riate place and the history of Central Royalties as brought 
out by Mr: Plotkins through this witness is not going to 
assist us in finding out what the price of orude oil is and 
Ek object to it on that ground. 

THE CHAIRMAN; Are you leading up to something, 

Mre Pltokins, that has a bearing? 

MR. PLOTKINS: - Yes, I am going to show through the 
history of Central Royalties exactly what takes place to 

the price and why. In other words, I am going to try and 
show in the early history of the field, through tir. Wilkinson, 
that the amount of production that is allowed to be taken out 
of the field is determined by the Royalite ard Imperial Oil 
Companies and in turn the amount of production will effect 


the price and will dictate the price and vice versa. 
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ReWilkinson 
MR. NOLAN: : We are not discussing at the mo- 
ment, Mr. Chairman, prices ie are discussing cost and 
Mr. Wilkinson came forward today and gave us the benefit 
Of his opinion on the question of cost and I think that ia 
all he should be expected to do at this stage. 
MRe PLOTKINS: Mr. Chairman, I submit that cost 
is relative to income and in this ease I am going to show 
that the actual cost of produstion is the direct result of 
the action of the Royalite Oil Company in ordering production 
to suit the conditions that they impose in Turner Valley; in 
other words we have been given to understand this morning 
that as producion inereases, costs go down and vice versa, 
so that if I am able to show that in Turner Valley the cost 
figure of the independent companies is dictated by the 
actions of Royalite and Imperial Oil, it will probably 


answer what tle Commissicn is seeking, namely what is the 


cost today and that is all,at least tmt is part that I ine 
tend to bring out. Further in questioning Mr. Wilkinson on 
the subject I am going to try and show to the Commission 
that costs are directly influenced by the action of the 
RoyalLite Oil Company in imposing restrictions on indepen 
dent producers se cniok by Government authority or under 
their own accord and I am going to have to go back to the 
history of the field to show the successive phases and to 
show today that it is no different than it was five years 
ago and then it was determined by the Royalite and the 
Imperial; today they still do it only with the assistance 
of the Conservaticn Board so I ask the right to question 


Mr. Wilkinson on that subject. 
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RewWilkinson 


MR. FRAWLEY: The only observation I have to 
make therefore, Wr. Chairman, is that if the Conser- 


vation Board is to be subjected to some sort of critical 
review then I only think that they should be notified so 


that if they think it wise they may have somebody here to 
represent them and that is all. It may not be important 
at the moment to interrupt, it is for the Commission.to Bay, 
whether or not we Bhould stop now and ask the Gonservation 
Board to be represented, because it is difficult to gee to 
what extent 1% will bo involved. lire Plotkins just made 
some statement that the Gonservation Board ard the Hoyalite 
are working together to achieve certain things. 

lWiRe PLOTKINS: No, I didn't say thate 

MRe FRAWLEY: Perhaps that is inferentially what 
Mir. Plotkins said and if s0, the Royalite is here and the 
Conservation Board is not, and that is all. 

THE CHA IWAN: Well as Mr. Plotkins points out 

a respect in which this evidence may be relevant, who it 
would touch does not concern us in the least, whether it be 
the Conservation Board or anybody else, if it be relevant. 
The only thing I am wondering, Mir. Plotkins, is, at this 
moment you may be opening up a very wide field of inquiry 
which is going to delay us in finishing the long talked af 
pipeline matter. Now I think that that which you propose 
to examine into should be wide-open to youe All I am 
wondering about is, from your standpoint as well as our 
pelves, as to the advisability of entering upon it at this 
The witness will of course be available if you think 


time. 


he is a suitable witness with which to explore this matter. 
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R. Wilkins on 
It is just a question I would think if it would not be 
well, we are merehy filling in, so to speak, now until 
the witnesses in the balance of the pipeline matter are 
ready, just trying tn get this question of cost of pro- 
duction put behind us. Well now this has a bearing, as 


you say, on the cost of production, at least you so as- 


gerte 
MR.e PLOTKINS; Yese 
THE CHAIRMAN; Is it greatest importance in res« 


pect of the cost of prvduction? 


MR. PLOTKINS: YeBe 
THH CHAIRMAN: You think it is? 
MR. PLOTKINS: Yes, it is the sole basis.” In 


fact unless these factors are brought out cost figures do 


not mean a thing because as has already been peinted out so 
vitally this morning by iir. Wilkinson, when the spodaeutee 
is restricted to a certain figure the costs of production 
exceeds the value of the product that the koyalite or the 
other company is prepared to pay for it and it may at least 
jeopardize the position of the producing company and I am 
gOing to, I hope to show that through thet very Lact, or a4 
least these factora are the means that the Imperial and the 
Royalite and the Standard Oil Company--= 

MRe NOLAN: of New Jersey? 

MR. PLOTKINS: Of New Jersey, actually set the’ 
sonditiors in this Provinee and in Western Canada at the 
present tive and eee you take the factors that influence 
the cost, which are the competitive factors, it certainly is 


not of much value to say that one man'S cost ¢1.50 and anothe 
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man's cost .o0 cents and another mants cost 15 cents, the 
reason one man's cost is more than the other is depen~. 
dent not only on the production of the well but also the 
conditions which are created in that field and in the 
market for that production and to continue my remarks in 
regard to whether it is advisable to follow these 
questions at this time, I put that same question to Mr. 
Frawley this morning, I said "why didn't you pursue my 
question with lir. Wilkinson this morning", I didn*t know 
whether this was tho proper time to do that but onMr. 
Frawley's answer that that was pent dine and that he would 
not come back as a witness, that I had to pursue it now, 


E-feliet hateit was wisest for.ac to ask that. 


MR. FRAWLEY: No, I didn't say he would not cme 
back. 
MR. PLOTINS: On the prodaction end I mean, that 


you wanted to clean up the production. 

Whe FRAWLEY: Yes. 

THis CHA TiwwAN: wife Frawley, what do you think about 
this, supposing, I think we are both of the opinion that 
anyone may be heard in respect to any matter when at least he 
makes out a prime facie case of relevancy and we are of tte 
opinion that Mr. Plotkins should be allowed to pursue this 


Line of examination. The question is, is it relevant and if 


it is we should hear it. It is only eines it its all in that 
we can know whether it has any weight but what we are thinking 
about is the matter of getting the pipeline matters cleaned 
uprand it Occurs to me if this is pursued at this time,-this 
being merely interjected into our pipeline inquiry so that we 


can all be doing scmething rather than sitting idle while we 


are getting witnesses--— 
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MRe FRAWLEY: | Yes. 
THE CHAIN IAN: It surely is a nice question 


that will open up so great a field that we will be de~ 
laying the pipeline matter entirely for a considerable 

time. 

MR. FRAWLEY: “This is the situation, I am 
finished now with the general line of small operators. 1 
have nobody now except Mr. Nolan to give his evidence on 
the cost of production and Mr. Cameron, and ir. Nolan can- 
not be ready until tomorrow morning and E think from what 
Mire Burns said he would be ready the first thing in the 
morning which means Mir. Plotkins would have 25 or 40 minutos 
to pursue that tonight and if he wished longer tomorrow 
morning we might allow him to finish and complete this line 
of inquiry, and then get on with iir.e Burns and clean up the 
coat of production, by tomorrow noon is my hope. 

THE CHaALKWAN: Of course it has suggested itself 
to us that he is now proposing to open up a very wide con+ 
troversial field which might be well deferred until we 
finished our pipeline matter proper. 

MR. FRAWLEY: - Yes, I am very alive to the fact 
that we must get on to the pipeline, so much so that if my 
learned friend said to me tonight "we are ready to g0 on to-~ 
morrow with the pipeline", I would stop this at once am g9 
to that. 

THE CHALRUAN: Yes, we would be very glad to have 
that finished. 


MRe FRAWLEY: But my learned friend is not going 


to say that to me. He may say "we are ready to go on to- 
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R./Jilkinson 
morrow afternoon on the pipeline", if we finish production 
tomorrow morning. It is the pipeline L am anxious to 
pursue and finish because it is a tag end, so that all I 
can suggest is that, unless we let the rest of the afternson 
gc, that Mr. Plotkins might pursue it now. Of course it 
may go into a matter that will take hours and hours anda days 
and days. 
Til CHAIRMAN; There will be an answer to it, as 
well as a charge, I have no doubt. 
wine FRAWLZY: In view of Mr. Plotkins' opening 
remarks 2 have no doubt ir. Nolan will be here with evidence 
to offer. 
THH# CHALRWA MN; On the question of time saving, what 
do you think about it, br. Nolan? 
LR. NOL : ive hope sir, that we will have our 
production costs tomorrow but Mr. Burns, who is in charge of 
their production, tel’..s me that they may not be ready until 
tomorrow at noon. 
Wik. FRAWLUY: I really do not think that there is 
any use in calling any of the other operators and 1 am ready 
to close the production costs evidence with Mr- Nolan's 
evidence and of course that of the Anglo matter which was 
left open today. Outside of that I am ready to close. If 
hir. Nolan can say now he does not think he will be ready until 
tomorrow afternoon with his production costs we are facing the 


proposition of wasting a whole afternoon today and tomorrow 


morning and if that is so perhaps bre Plotkins could get on 


with his history of the Central matterse As to whether it 


fits in hore, I am not so certain that it fits in here so well 


ap with posted field price on crude but you have very properly 
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ReWilkinson 
questioned Mr. Plotkins about that and he thinks 14% should 
be in here. Of course it is not of prime importance just 
where it fits:-in. 
THE CHAIRMAN: i11 right, go on Mr. Plotkins. 
TO MR. PLOTKINS: 


mm) Mr. wilkinson, when did you say that this well came into 


production? 

A The Central well in September 1924. 

Q The Central Company owns only one well? 

A One well. 

Q@ . And in Septomber 1934 that well came into production? 

4 Yes. 

Q Now how long did you as managing director of that company 
produce that well? 

A well I didn't produce the well, under an arrangement made 


with the Royalite Oil Gompany they assumed the production 
end when the well was completed and the arrangement made. 

Q Did the Koyalite O1l Comoany have an interest in the well 
at the time the well was completed? 

A They had at the time the well was completed, but not at the 
time it was begun. 

2 No, but at the time it was completed they held an interest? 

a Yes-~ 

Q And mantgeéd the company from the inception of the praduation 
until what date? 

A Yes, they managed,not the company but they managed the 
production end, they managed the field ends 

a Did they get paid for managing the production? 

A Yes, I think they received 150 per month. 

Q Now at what time did that well or the production or the 


operation of thet well pass to the control of Economy Oils,is 
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Re filkinson 

A I think about September, 1937, September or Oatober 1937. 

Q From that date then the Royalite no longer operated that 
well and the Economy, is it? 

A Well so far as I know the Eeonomy Oils or the Bowden 


interests are opereting the lease for the moment. 


Q Since 1937? 

A Yes. 

Q what month? 

A L think about September or October. 

Q september or October, 1927. 

A The latter part of 1937. 

Q The Royalite no longer operated the well and the Bowden 
interests? 

A So far as I know the Bowden interests operated it. 

| Now last year or so, possibly a little longer than a year 
ago, the koyalite Oil Company called you into their of- 
fices and as £ understand it, if my information, correct 
me if I am wrong, and asked you to sign a letter and of 
fered you 2$% Royalty in this Century well in consideration 
of you signing that letter, can you give us any infor~- 
mation as to what that letter contained and what was the 
circumstances? 

y-) Well I am afraid it would take rather am extended recital 


to just go over the full details. 

@ Well I am going to ask you---- 
It would take us right back to the time when the Royalite 
Oil Company came into the picture. 

Q Well I am: just going to ask you for your opinion here be- 
cause I want to save the time of the Comission, at the 


same time I think this is typical of thd procedure followed 
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R.Wilkinson ~6281 - 
in Turner Valley by the Royalite Oil vompany in acquire 
ing control. 
MR. FRAWLEY: Mre Plotkins, I am only inter= 
rupting--~ 
MR.e PLOTKINS: I was going to ask Mr. Wilkinson's 
opinion, whether it would not be wise to go back to the 
original circumstances and recite them in sufficient dew 
taisl to give us the procedure, the steps which were followed. 
WR. FRAWLEY: You are questioning him, ask him to 
do it and then give him a chance to answer, let him have a 
chance to give his evidence. 

Q MR. PLOTAINS: Give us the circumstances in suf- 
ficient detail to know what happened? 

Ne Well ET will endeavour to make it as short as possible so 


that the Commission will get the point if I may put it that 
way e 

MRe NOLAN: Of course I still object, this 

has nothing to do with the cost of production and can not 
have, and what has been Said up to the present time by bire 
Plotkins makes that perfectly clear and I think Mr. Wilkin- 
son will agree with me that it has nothing to do with the 


cost of production of crude oil. 
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MR. PLOTKINS: Mr. Chairman, I have 

stated it before. Mr. \ilkinson is going to show the 
orders he received and we are going to substantiate 

that will show directly how the cost of production got 
influenced from 50 cents to »1.50. 

MR. NOLAN: Mr. Chairman, if Mr. Plot- 
kins is going to enjoy the privileges of Gounsel, then 

to some extent at least he must be bound by the rules 
that pertain to cross-examination and examination of 
witnesses. Mr. Plotkins sinee this proceeding started 
has been making statements from his place in the body of 
this room. They are not under oath, and he is not subject 
to cross-examination on them. If he is to be permitted to 
examine Mr. ‘Jilkinson I would suggest if it is a question 
of what Mr. ‘Yilkinson said or did, he should be asked to 
relate the facts and circumstances and it should not be 
put in the form in which Mt. Plotkins is now endeavouring 
FO,Dut AL. 

THE CHAIRMAN: Oh yes. Mr. Plotkins, we 
make every allowance for your not being experienced in 
examination. At the sane time the evidence, to be of 
any value, must be the evidence of the witness. You are 
here as an examiner to ask questions and not to make 
statements. “hen you wish to make a stetement, insofar 
as it is a matter within your ov'n knowledge, and which 

it is your privilege to become a witness. 


you can state, 


As an examiner you should examine, of coursee You want 


to know something from Mr.\"ilkinson. He has professed 


ability to make answer to you.e Let us have his answer. 


A I will endeavour to make it as short as possible. It will 


be an extended recital, as I say, if it has to be gone into 
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in detail. I think what Mr. Plotkins is asking is the 
set-up of Century Royelties Company, and the dni Tine on 
this well and the connection of the Royalite to it. The 
Gompany was formed in the early part of 1934 and it was 
financed on @ royalty basis. The well was commenced in 
Februarye About the middle of March it had attained a 
depth of 2600 fest. At that time the Company was ina 
condition where they did not owe any money with the exception 
of the current accounts. They had about $32,000.00 sash 
in the Bank, and 40 unsold royalties. At that time ir. 
MoLeod abproached myself with a proposition where they 
would like to become interested in thewell, not because 
they or their geological department had inferred they 
thought there was any possibility of production, but because 
they had had a demand made upon them by the Ce & iis Gompany, 
who owned the off-set acreage, and they would like to 
acquire sufficient royalty from us to hand over as @ 
gift to the Cc. & EH. 

Q Mik. PRAULIY: To hand over what? 
To hand over to the C. & #. Corporation as a settlement of 
their demand for an off-set well. Mr. McLeod's statement 
to me at the time was they felt they would rather lose 
$50,000.00 in our proposition than lose ~150 , 000.00 on 
their own, because they had no confidence in the outcome 
of the well, to begin with. They thought it was a hopeless 
proposition and they would rather lose it that way than lose 
$150,000.00. The outcome of the negotiations were that we 
concluded an arrangement, a deal with Mr. d. H. Mcleod, 
the President of the Royalite Oil Company. Mr. Hannah 


took down the notes and made the contract whereby in sonsid- 
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MR. NOUAN: here is thet contract? 
I would ask now tht it be produced? 

A Unfortune tely we have not been able to see it from the 
day we signed it. 

G Dian t you 26t a icopy of ity 

A No, we signed the contract there thet day, and from that 
day to this we have never seen it. In order I might 
explain this, I might go on and finish the statement. 
Ve made a deal ona basis where, in consideration of the 
Royalite receiving 25%, and we receiving 15%, the money 
in hand was to be used up in drilling the well and the 
Royalite were to assume the entire cost of the well. 
The contracts were duly drawn by Mr. Hannah of Bennett, 
Hannah & Sanford, and they were submitted to us, completed, 
signed, sealed and delivered back to the Royalite Oil 
Company. Those contracts as I say we have never seen 
them since. A month elapsed, and during which time we 
spent most of our money. ‘Je were subsequently notified 
to meet Mr. Hopkins of the Geological Department of the 
Royalite Oil Company in Mr. McLeod's office. He informed 
us that due to the prospects of the well they were not 
prepared to go on with the deal, and they must have a 
new arrangement. ‘-e were faced with the alternative of 
abandoning the well or taking what the Royalite offered, 
because we had spent our money and if we he@ to ennounce 
that the struature had been virtually condemned by the 
Royelite, that was the end of Turner Valley at that time. 
Because as:an outcome, as a side issue, as the outcome 
cf the results of the Century well, the Turner Valley 


Royalties, which was standing abandoned at that time, was 


finally completed. When our vell turned into a crude ail 
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well, 1t gave sufficient encouragement to the Turner 
Valley Royalties to proceed. I merely point out if 

the efforts of the Royalite Oil Company to squelch that 
deal at that time had been successful, the whole history 
of Turner Valley might have been different to what it is 
to-day. After consultation with my associates, Mr. ilves 
and others, w.o had subscribed a considereble amount of 
money, we agreed to accept the ultimatum offered to us 
whereby the Royalite demanded an extra 5% royalty. It is 
in connection with that matter Mr. Plotkins now makes 
reference to a certain letter. Three years later we were 
offered 23% back of the 5% which they took at that time 
because we had made repeated requests to the Royalite 

Oil Company for this, thinking that they had, what shall 

I say, pulled a very unfair deal on our company, and the 
result was they offered 22% and their offer was accompanied 
by a letter, dictated by the Royalite Oil Company, in which 
they stated something to the effect that all our dealings 
had been very fair. we were perfectly satisfied with 
everything that had been done, in consideration of the 24%. 
We had to so subscribe. 

Q MR. FRAWLEY: Have you got that letter? 

4 I tried to find the letter, Mr. Frawley. But I got very 
little notice of this coming up. I tried to find it, but 
unfortunately I was not able to place it. 

q bo you think “you have it? 

A I think we have a copy: Tho original, of course, tas sent 
to the Royalite Oil Company. It was dictated by them 
and we simply signed it and sent it back and kept @ CODY. 


Q If you have the approximate date Mr. Nolan would produce 
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R. Wilkinson. 


4 It would be September or Oatober 1937. 

q It is a letter from whom to whom? 

4S It was on a blank sheet of paper. 

i Handwritten or typewritten? 

A £ blank letterhead, typewritten, with a Spece for us 
to sign. 

@ It was addressed to whom? 

4 It was simply addressed to Mr. #lves and nyself. 

Q [It was addressed toe... 

A To Mr. ilves and myself. 

Q And signed by? 

S The letter was not addressed. I mean the envelope in 
which it was contained was addressed Me myself. The 
letter was presumably addressed from us to the Royalite. 

Q You say presumably? It was a letter from you? 

A It was a letter written in the Royalite office but it was 
presumably to be written by us to the Royalite, which we 


had to sign and return. 


Q A&nd did you? You signed it and returned it? 

A Yes, we signed it and tuned ates 

Q The approximate date was Septemter or October 19357? 

A Something around that. 

q And it was signed by yourself and Mr. Elves? 

A Yes. 

G& As officers of Century? 

r) Well I suppose yes, you could say as officers of Century 
Royalties. 

Q I am only trying to get enough data so Mr. Nolan can get 


his olients to locate it. Signed by Mr. Hlves and yourself 
and addressed to the Royalite Oil Company? 


A Yé@s. 
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Q Something to the effect that the relations between the 
Century and the Royalite had been amicable in connection 
with this matter? 

A Yes. Subsequent to that time we had acidized the Gentury 
Royalties well and we had succeeded in raising the daily 
production up to about 146 or 148 barrels per day. But at 
that time the Royalite Oil Company put in their first pro- 
ration. I think I did find a letter which might have 
some bearing on the subject here. You may take the two 
letters if you care, and have them read from there. And 
the reply thereto. 

f Have you said everything you want to leading up to these 
letters? 

A Except I think the letters should be read. 

& At this stage? 

A At this stage. They show exactly what happened and why 
I became disgusted with the whole situation and turned the 
thing over to the Bowden interests. 

q Here is a letter on the letterhead of the Royalite Oil 
Company September 14th, 1937, addressed to Robert Wilkinson, 
Esq-, President, Century Royalties Limited, Calgary, Alberte. 

"Dear Sirs: 

We write you in respect to the contract entered 
into between Century Royalties Limited anc Royalite 
Oil Company Limited on the 15th of March, 1934. 

Under the above mentioned contract it is provided 
that Royalite Oil Company may at any time discontinue 
purchasing the production being taken by it from your 
Company or any part thereof by giving 30 days' prior 
written notice to the Century Royalties Limited of it's 


ancention so to do. 
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Royalite Oil Company, Limited, gives 30 ree 
notice to Century Royalttes Limited that at the ter- 
mination of that period of notice it will continue to 
purchase from Century Royalties Limited that part or 
percentage of the production of one well of Century 
Royalties Limited which is equal to the percentage 
of production that Royalite Oil Company will produce 
from it's own wells, it's subsidiary companies and 
it's contracting purchasers. | 

This notice to take effect at 8:00 A.M. on the 
morning of September 15th, 1937. 
Yours very truly, 

ROYSLITE OIL COMPANY, LIMITSD, 

By Vi) oes Meheod." " 
Now the contract referred to in the third paragraph 
is the contract you referred to a moment ago? 
Yes. 
Mn. FRAWLEY: ‘Perhaps you will let me have 
that, Mr. Nolan. 


DOCUMENT IN QUSSTION IS NO’ MARKED 
EXHIBIT "234". 


The contract he refers to there is surely just an ordinary 
production contract? 

Only a production contract but-it was a combination of 

the equity contract. You know the Royalite Oil Gompany 
took their 30% interest in the well and it was all combined 
in the one contract. 

It is the contract Mr. Nolan asked you about a moment ago? 
Yes. 

And you told him you had not been able to gat it? 


Yes. The original contract. The one.-Mr.Nolan refers to is 
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R. Wilkinson. ~6289- 
the one we have never received. It never came back. The 
subsequent contract was the contract giving the Royalite 
30% and not 25%. 

Q The one Mr. MeLeod refers to in Exhibit "234", he refers 
to it by date? 

A That is the contract which was eventually signed. 

Q Is that the one Mr. Nolan just asked you about, and you 
said you had never been able to see it? 

A No, the original contracts never came back from Toronto. 
That was Mr. Burns! explanation that Toronto never sent 
them back to Calgary. 

Q I wonder if it is not worth while you going over that 
again. This contract that you say disappeared, at least 
lL got the impression it disappeared? 

A The original negotiations at the time we first started 


the deal, we wd 40% unsold royalties. 

Q You had 40% unsold royalties? 

A Yes. We had about $32,000.00 cash in the Bank. We had 
very little, if-any, liability. The well was at ccOfeet 
depth. At that time Mr. McLeod came to us, he came to see 
me and expleined that due to the fact that they had been, 
they had a demand made upon them by the GC. & #. Corpor- 
ation that they would like to obtain a sufficient interest 
in our well to hand over to the ©. & # Company in order 
that they would be absolved from the necessity of drilling 
a well. 

q The C. & Ee had made a demand on the Royalite to drill a 
well? 


b Te. off-set. our well. 


q To drill a well on CG. & S. acreage presumably, the Royalite 


Company being under a commitment to CG. & kK. at that time? 
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4 Yes. 


ae) 


Mr. McLeod came to you and said he was unwilling to 

discharge that commitment? 

A He said he would prefer that than having to sink another 
well in that location. 

Q On the ©. & w. land? 

Fy Hither on our or the C. & ii.land. He would prefer to 

lose 400,000.00 on our well rather than »150,000.00 


te GILG Ta ace) ts ae 


q How was he going to discherge his commitment to the C. & 
ies 
A By purchasing royalties in our well and making a present 


of them to the C.& HE. Corporation, which eventually was 
done. 

Q He was simply going to the 0. & #., aud asking them to 
permit him to be discharged by these royalties? 

A Instead of getting a 124 royalty on that land they would 


get Eas on “ours. 


Pie) 


Et was for thst reason you entered into the contract that 
would. provide for that?’ 


b io vrovide for that. 


Give me those terms again, that the Royalite obteined from 


> 


you? 

A That the Royalite Company would get 25% of the unsold 40% 
and 15% would be reserved for Century Royalties. 

Q Well, that was in Century Royalties? 

A At that time the division was made ‘432,000.00 was to be 
paid and after that the Royalite in consideration of the 
25% vias to pay the entire cost of the well. 

q He was to pay you for that 25% of the 40 how much? 


A Not to pay us anything but it was understood that they 
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were to pay the entire cost of the well, no matter what 


that amount was. 


q And you were to deliver to his Company 25% of the..... 

4 Of the 40. . 

g Not 25% of the 40, but 25% 

hb Not 25% of the 40, but 25 of the 40. 
MR.NOLAN: Of the unsold royalties? 
er ot as ea Ys 25 of the 40? 

h Not 25% of the 40, but 25 units of the 40 units. 

G There were 40 units unsold? 

4 Yes. 

G And you were to deliver to the Royalite Company 25 of 
those unsold units? 

A Ves 


And they were to pay you at the moment nothing for 
those? 


A Nothing at ail. 


G And. your Company was to retain 15 in the treasury? 
A ees! 
€. "hat was Mr. MeLeod to do ultimately for you having turned 


over the 25 units? 
A The Royalite assumed all responsibility for the full cost 


of the well after our »42,000.00 had been expended. 


&> 


That is the first time I have heard of »d3z,000.00. 


4 We had cash on hend of »32,0U0.00 at the time. 

G And you were to proceed to spend that? 

A lie were to spend thet money. 

q At the time of your deal with Mr. lic+eod you were to proceed 


to spend that? 
A Yes. 


And after that was done? 
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& - After thet was done they took over the costs and dis- 


charged evcrything after that for the 25%. 


@ Then you say a contract was entered into covering those 
terns? 

A After Mr. Hopkins qime tack from Toronto. 

G One thing at a time, was a contract entered into cover ing 


those terms? 

A My. Hannah vas present and Mr. Burns was present and I 
think Mr. McReod, when these arrangements were being made. 

C Who was present on behalf of Century? 

A Just myself. Mr. Hannah recoived his instructions from 
Mr. WeLeod and those were the terms which were agreed upon, 
set up and confirmed over the telephone with Toronto before 
Mir. Henneh received his instructions. A month elapsed during 
wnich time we spent most of our money and then we were 
informed that there was no déale 

G 50 you hever saw a contract with those terms in it? 

A- Those contracts were made in Mr. Bennett's office. They 


were signed and sealed and handed back to the Royalite 


and sent to Toronto. 


Q You signed them on behalf of Century? 
b Yes. 

Q And who clse? 

4 Just signed them on behalf of Century. 
Q But whe on behalf of Century*® 


A Myself and Mr. #lves signed them on behalf of Century 


Royalties. 

Q You and Mr. Slves signed the contract pursuant to the tarms 
you have just given us? 

& Yes. 

In the office of Bennett, Hennah? 
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Re. ‘/ilkinson. 
Bb They were Signed as a matter of fact in the Royalite 


office. 

Q Bhosavso oy the Ofricers of Royalite? 

A No. They were sent to Toronto for signature. 

f And with only your signatures on them when they were sent 
to Toronto? 

A Yes. Those were the contracts that never came back to 


Calgary. 


FOSS) 


You were never given copies or anything of that sort? 
A No, when the final agreement was made, new agreements 


were made out. 


G The next step is Mr. Hopkins came to Calgary and you 
saw him in the Royalite office and he told you that the 
deal you have just told us of was off? 

4 Yes. 

Q And what was the substitute? 


A He demanded an additional 5%, giving the Royalite 30 


and cutting ours down to 10. 


a An additional 5 units making theirs 50 and yours 10? 
A ee 

GQ ‘hat was done about thet? 

bh lie had no alternative. 

Q You aecepted that? 


A -@ had to do that, either that or Jose all the money we 
had put in. ‘ve had spent the money and we were practically 
out of funds. 

Gq What @id Dr. Hopkins sey as to why he was demanding the 
extra 5 units? 

A He said hé thought the well would be much deeper than we 


had expected and that was the only excuse offered. 
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Re Wilkinson. 


Q And would show hima greater cost? 

A Would show hima greater cost. 

Q And he demanded an extra 5%? 

A Yes. 

Q Was thet committed to en agxreenent? 

A Yes, that is the final agreement. 

Q That is the agreement iir. MeLeod refers to in @xhibit 
"234"? 

A Yes. 

Q And the answer to Exhibit "234" is your letter, a ourbon 


copy of a letter. I will read this carbon copy of the 
letter. 
"Dear Sirs: 

We have for acknowledgement your letter of Sept- 
ember 14th, being your official notification that on 
the expiration of thirty days from the léth day of 
September it is your intention to purchase from 
Century Royalties Limited only that part ur percentage 
of the production of the well of Century noyalties 
Limited which is equal to the percentage of production 
that Royalite Oil Compary will produce from its own 
wells, its subsidiary cempanies, and its contracting 
companies. 

In view of the recent heavy expenditure incurred 
in connection with acidization of the Century well, 
which resulted in increasing the production for the 
past two months to an average of around 145 barrels 
per day, the arbitrary action of the Royalite Oil 
Company in restricting the production of this well, 
on the 12th day of September, to 58 barrels, and on 
the 13th day of September to 38 barrels will, we are 
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R. ‘Yil&inson. 


n Bane; be very strongly resented by the owners of this 
well, and we take this opportunity of expressing our 
disapproval. You are also hereby notified that the 
Royalite Oil Company will be held responsible for any 
damage which the well may have sustained by reason of 


the said restriction of flow. 


mounse very. truly, 

CANTURY ROYaLTI“ZS LIMITED. n 
LUTTER FROM CeWNTURY ROYALTIZ®5 LIMITED 
TO ROYALITS OLL COMPAKY LIMITED, dated 

Sept. 14th, 1937, IS NO 1@RKED SS 
EXHIBIT "235". 

Q Now what do you say going on from thero? Have you anything 
further to say? 

4 We got no satisfaction. Apparently the restricted flow, 
the Royalite Oil Company, of course, they vere giving 
instructions and the restriction was kept in force. 

Q This was oe beginning of what is called the purchaser's 
pro-ration, the Royalite Oil Company's pro-ration to 
market? 

L Yes, 1937. The result was we had a proposition made to 
us from the Bowden interests who offered to purchase 
the controlling interest in the Company and we took 


advantage of that offer and handed the whole thing over 


to the Bowdens. 


Q THE CHAIRMAN: Who are they? 
A They were men who were killed in an explosion, both 


father and son, about a year and a half ago. I think 


the estate is being carried on by the widow, in fact 


the two widowse I do not know very much about their 


interests or their operations, 
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R. Wilkinson. 
Q MR. FRAWLEY: Now have you anything 


further to say now? Does that complete ynur resume of 
the transaction? 
Unless there are sone further questions. 

Q MR. PLOTKINS: In conneoctinn with this 
deal you made, you were to be the managing-director of 
the company? 

A During the drilling of tlh well. During the period required 
for the drilling of the well. After the well was comple ted 
my connection with the ccmpany practically ceased excepting 
for the distribution of the finances. The Century Royalties 
Continued to act as custodian of the funds, received the 
funds and so forth. 

Q Was there not a secret arrangement between you and the 
Royalite Qi} Company whereby you were to allow the public 
and probably your other assocites to believe you were 
running the well and that the polisies were your own, 
whereas in reality the policy and operation of the well 
was dictated and impcsed by the Royalite? 

4 Well I do not know that there vas anything of a nature 
that could not have besn disclosed. I think Mr. MoLeod 
made reference to the fact he would prefer their connection 
with the operations being more or less kept quiet. He 
said he would prefer then that the men should not be told 
that the Royalite had taken the amount of interest that 
they had. That is as far as I knowe 

G, Or the other sheveholders or other unit holders, did they 
know of any such arrangement’ 

A No. We had been advertising the fact we were offering these 
royalties for sele and we simply put a notice in the papers 


hotifying the public that the issue had been entirely sold out. 
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R. Wilkinson. 


q Those that had already bought a unit they did not know 
anything about this arrangement? 


No. 


oo & 


So that the public in general and the owners in particular, 
outside of yourself and your partner, did not know actually 
that the well was being controlled as to production and 

&s to policy by the Imperial Oil or by the Royalite O11? 

A No. 


cB) 


So that this letter is in effect the result of you selling 
them units to the Royalite? In other words the restriction 
was imposed on you because of your onntract with Royalite? 
MR.NOLAN: You cannot don it thisway. 
It is so unfair to everybody. Why not let Mr. Wilkinson 
give the evidence. He is perfectly competent to do it. 
Surely Mr. Plotkins has been here long enough to know 

how to ask a simple question? 

THE CHAIRMAN: What is your question, Mre 

Plotkins? 

Q MR. PLOTKINS: Is it a fact that the 
Company found itself ina very difficult position as to 
revenue as 4 result of the imposition by the Royalite 
of that low vroduction figure, 358 barrels? 

A It was not altogether just a question of revenue, at 

least the amount. It was a question of arbitrarily 

cutting down the well from 135 barrels a day to 40, or 

an average of 49 at a time when we had spent »6000.00 

to increase it. 

What position did that put the company in? 

We could not even pay for our acidization. 


You could not pay your bills? 
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R. Wilkinson. Soa do" 


Q So if that condition had continued you would not have 

been faced with any demand by the Royalite? 

MX. NOLAN: Now that is not the way 

to do this thing. 

MRe PLOTKINS : Ve will show plenty of 
these deals. You takes all you can get, that is the sige 
OF it. 

MR. NOLAN: If that is a threat, it 
does not alarm me at all. 

Ti CHS IRMAN: Of course, the witness after 
all cannot express an opinion as to what was going on in 
the minds of the Royalite people, or what they would do 
in the future. He can speak as to the facts, of what 
they did or what they did say or what they did write. 

He is not here to speculate. I think the objection to 
your form of question is perfectly proper. If he knows 
@bout it he can tell, Mr. Plotkins. 

Q MR. PLOTKINS: At the time this production 
was reduced to 38 barrels what was the erude situation in 
Turner Valley, do you know? How much production of the 
total was produced in Turner Valley? 

A The totel production of crude oil at that time? 

Q Yes, of the requirements of the Royalite Oil Gompany? 


A I have no idea. 

« At that time there was very Little crude produced in 
Turner Valley? 

A I think about two or three wells. 

Q So the same excuse that pertains to-day as to market 


conditions did not obtain at that time. There was no 
real basis for pro-rating crude production? 


A No. 
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R.. 'Vilkinson. 


Mien NOLAN: 3 Mr. Plotkins is again 
telling the witness and not asking the witness. questions. 

&. Mi:. PLOTEL INS: Do you believe there was a 
basis at that time for restriction? 

4 It is evident there must have been some necessity for pro- 
ration at that time, as there is to-day. But thet should 
he obvious to anybody that if there is 10,000 barrels 
total production there was no necessity for pro-ration. 

@ MR. PLOTEING: Can you tell us the effect 
on producing a barrel of oil out of that well that these 
orders that was given to you by this lotter had on your.... 
MR. NOLAN: What orders were given and 
by what letter? 

MR. PLOTKINS: This letter tmt is an exhibit, 
Tmetwe Tererred to here. 

Me.” NOLAN: Take it and show whet the 
orders were. 

Q Mis PLOTRING : I take it in this letter 
your company was ordered to reduce its produvtion from 

135 barrels down to 58 barrels? 

& let me explain, Mr. Plotkins. Under the arrangement 

with the Royalité Oil Company they were in a position 
of giving orders to the men who were operating the well. 

We had acidized the well about two weeks previously, or 
three weeks previous to this. 'e had got the production 
up to a daily average of 155 barrels. The Royalite 
Superintendent gave instructions to the operators at 
that well to so restrict the flow that the daily production 
on one day was 58 and the next day 38, whatever those 


figures are. On the 12th of September the well produced 


58, and°on the 13th, 38. It was at that time I took 
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exception and I calicd Mr. MeLeod and I told him I 
seriously objected to the method adopted, and confirmed 

it by letter. Shortly after tre t the deal was made with 

the Bowden interests and I stepped out of the picture. 

That was the end of Century Royalties as far as I was 
concerned. 

Can you explein why the Royalite, with only 25 units out 

of 100, were in full charge and were ordering the production? 


b That was so arranged in the contract. 


cB) 


So that you lent yourself to giving them, utterly unknown 

to the other unit holders, except probably your immediate 

associates? 

A Yes. 

a And as a result they were able to restrict the flow 
without consulting the owners? You were one of them? 

A In effect, yes. 

q What.effect did it have on your cost of production? 

A Yell they would take the proportion of 50 to 150 or 

oo to 155, and you will find it inersases your. ever 

head cost by over 300%. Your overhead goes on just 


_ the same irrespective of the amount you produce. 


c “hat was your overhead? 
A 8600.00 or 3700.00 a month. 
G “hat would be the net income of the company? Ona 38 


barrels per day basis? 


Ls That would have to be worked out. 

@ At that time... 

4 2500.00 per month or 2600.00 per month. 
Q So it would still be able to operate? 

4 Y@s, it could operate. 


But it would inerease the cost of production? 
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A It would increase it two or three times. 
That is it increased the cost of production per 
barrel. 

q That is what the Comiission is interested in, the cost 
of production per barrel? 

b Yes. 

Q Have you any other knowledge of wells in Turner Valley 


at that time or sinee, that are operated in that kind 
of an arrangement, where for all intents and purposes 
the public is led to believe it is an independent well 
while it is under the control of Royalite?t 

Mr. NOLAN: Before you answer that be 
very careful, because what Mr. Plotkins isa sking you 
is what you knov of other people's business. 


A Yes. Well I do not know of any other company. 


& i... PLOTK INS: You do not know of any 
ther? 

4 I do not know of any other. 

Q hee COMI DS6LONGR LIPSETT: ho 8 managing this well 


at the time the acidization ‘as done? 

A It was under my mancgement at that timee we had been 
doing everything possible to nurse the well along and 
get the very best returns ve could for our unit holders, 


and it was cut at a moment's notice two-thirds. 


Q You said something that just after this acidisation that 
the Royalite were in a position to order the men in the 
field to close down? 

4 They introduced the original pro-ration, and this well 


came in that category and the results of the restriction 
reduced the production to this extent. 


ge It was just shortly after ecidization? 
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4 Yes, about three weeks. 
Q THE CHAIRMAN: That reduction was a 


reduction which was made generally was it? It was not 
some restriction on your particular well? 

A No, it was according to the Royalite's lotter. They 
say it was in accordance with their own arrangements 
whereby they pro-rated all their own wells on their 
own basis. 

Ce aes eda 8 It is what they did until 
the Conservation Board took it over. 

MR. PLOTAINS ; I want to make a distinction. 
This was one of two wells in Turner Valley that produced 
erude at tie time when there was a scarvity of crude. 

We were bringing in thousands of barrels per day. ‘shen 

it comes to naphtha that is a different story. There 

is no doubt whatever at that time the Royalite imposed 

a pro-ration, but at this particular well it is a erude 
well, and it was the condition thet existed at that 
particular time that has a bearing on the bringing in of 
the Turner Valley Royalties, which is the first official 
crude well, and that is why I would like to delve into 
that a little more to show the influence on cost. 

TH: CHAIRMAN: All right, in the morning. 
(At this stage the Hearing wae adjourned until 10:50 A.M., 
May 3rd, 1939.) 
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| IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 


l 


i 


and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 
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Statement produced by the witness °. Ne 
Graburn showing detsils of production and 
revenue from West Turner No. 5 well. 
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RKOBURT WILKINSON, having been 
recalled, examined by bir. Srawley saia: 

i) Mie FRAWLEY: I do not know whether your ex- 
amination had been entirely completed wr. Jilkingon or 
not, but I want to be quite sure on one thing, I was try- 
ing to find just now what you said yesterday, the la nguage 
you used yesterday in which the word "squelch" occurred, 
and I cannot find it just now but roughly it was you made 
the statement yesterday that if, yes, it is at page 6284, 
MPe Wilkinson, "He 'referring to iir. Hopking I think,’ He 
informed us brat due to the prospects of the well they 
were not prepared to go on with the deal, and they must 
have a new arrangenent. we were faced with the alternative 
of abandoning the well or taking what the Royalite offered, 
because we had spent our money and if we had to announce 
that the structure had been virtually condemned by the 
Royalite, that was the end of Turner Valley at that time. 
Because as an outcome, as a side issue, as the outcome of 
‘the results of the Century well, the Turner Valley Koyal- 
ties, which was standing abandoned at that time, was 
finally completed. ivhem our well turned into a crude oil 
well, it gave sufficient encouragement to the Turner Valley 
Koyalties to proceed." Now let me understand that, that 
the prospects of the well as they occurred at that time 
to ure Hopkins were not very good, thit is what he said to 
you, was it? 

A Well I just no not know where to start ine 

Q It is just that little staterent I want to refer to "He in+ 
formed us that due to the prospoots of the well they were 


not prepared to go on with the deal and they aust have a 


new arrangenent". 
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i had gone back tc a meeting which was held in the office 
of lir. J. He Macleod at that time. 

This is the meeting? 

Mire Hopkins was present and was the spckesman who firat 
intimated that the deal which had been entered into with 
lire Macleod was not going to be consummated. 

That i3 the one you say had been signed and sent to Toronto 
and had not been returned executed by the Royalite Oil 
Company? 

Yes, I think the actual words iir. Hopkins first used were 
he said "Wilkinson, your well is not looking so good". I 
paid "why"?. fell he said "It is going to be deeper than 
we anticipated". 

Yes? 

I paid "what has that to do with the deal"? Well he said 
"It is going to cost much more than we had figured on. we 
will have to have a different deal", I think those are ahout 
the actual words, that is es to my recollection. 

Yes, and he wanted more royalty units? 


Yes. 


THE CHATRMAN: who were the parties to this agrce= 
ment, was it the Royalite Cil Company or the Imperial? 

The Royalite Oil Cempany, to the best of my recollection, I 
think the documents were drawn. 

I am speaking of the documents you did not get back? 

The Royalite. 

Are you sure of that? 

I am pretty sure of that. 

You are not entirely satisficat 


I em not definitely sure>- 
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@ To the point of taking an outh on it,L take it you are not 
ready to go that far or are you? 

A I think I would be prepared to tako an oath it was the 
hoyalite O11 Company. 

Q Now why should the documents have to be sent to Toronto, 
was that not explained? 

A That was«+-~ 

Q The Royalite after all is a local company? 

A They may never have sent any documents, that was the ex+ 
Cuse given for the delay of one month, they may never 
have left Calgary so far as I know, | 

a On the other hand they told you they were going to send them 
to Toronto, did they? 

A Yes, they said they would have to go to Toronto. 

Q@ They would. have to go to Toronto to be passed upon by the 
officers there? 

A The signature I think; I do not know what the reamn would 
be they would have tc go to Toronto. 

Q You see what I am trying to get at, wr. wilkinson, is if 
there is any wrong dealings we want to know and equally we 
do not want to make a wrong dealing out of nothing, if these 
documents had to be passed upon in Toronto and executed in 
Toronto until the moments that they were acceptable to those 
pecple who were to execnte in Toronto of course it was no 
deal, you follow me do you not? 

‘A Yes. 


@ If the officers in Toronto had to sign this agreemont be- 


\ 


fore it became an effective agreement and for reasons of 


their own they refused to sign it well you never did get a 


deal? 


4 My understanding of it was Mr. Macleod had full authority to 
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negotiate the deal. I did not expect to be dealing or 

have to go into any further details after ur. tiacgleod had 
passed on the deal and o.k'd it and given instructions to 
Mr. Hannah to prepare the document, who was present at the 
interview. 

But is it not Significant, I am just exploring this feature 
of it, because I am quite sure you are az anxious as anyone 
hot to leave a wrong impression? 

No, definitely. 

That is why I am exploring this? 

Very definitely so, sir. 

It seems extraordinarily strange that if nobody had anything 
to do with this except the local people and it was a deal 
and a completed deal, that thore should be any occasion for 
it to go to Toronto, why would you not object to it going to 
Toronto for someone else to examine into the agreement and 
execute it if was all in local hands, you see that strikes 
one as atrange, Mr. Wilkinson, doesn't it, what do you think 
about it? 

My partner, Mr. Zlves, is present here and I think his recol- 
lection of the circumstances can be called upon right now 


without any further reference on my part. I would just like 


to ask ifr. Elves or ask him to take the stand and give his 


own impressions of what occurred and who he thought he was 


dealing with. 


THE CHAIRMAN: I pee no objection te that, gentle~ 


men. You may step down- 
MR. PLOTKINS: Pardon me a moment, Mir. Chairman, 
there was one reference ir» Wilkinson made, he said i:r. 


Macleod had phoned Toronto before he finally accepted the deal 
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here in this office, so Toronto was fully aware of the 
details and had accepted it over the telephone and Mr. 
Macleod as the President of the company+---+ 
THE CHAIRMAN: f am not cverlooking that at all, 
Mire Plotkins,; but the fact is that you, a business man of 
wide oxperience, will know, many an agreement is thought 
to be arrived at but when it gets down to Signing the 
Ret oe 1 document as drawn it is a different thing, they do 
not always come off although the parties at the timc think 
they are together. Anyway, Mr. Pletkins, I am gcCing to hear 
Mr. Hives. 

FREDERICK AUSTIN ELIESS, having been 


first duly sworn, examined by ifr. Frawley said: 


MR. FRAWLEY: will I question him? 
THit CHAIRMAN: Yes, please. 
MR. FRAWL2Y: Mre Blves, you are associated wit 


Mr. Wilkinson? 

Yes. 

And you have toen for many years? 

Yes. 

And you were associated with him in Century Royalties, Limited 
at the time there were some dealings with the Royajite Oil 
Company? 

Yes. 

You had better just give your complete version of this ar- 
rangement with the Boat be Oil Company, those that were 
completed and those that were not completed and tell us all 
about it, Mr. Hives? 

Following the completion of the Sterling Royalties Well 


which we financed through the sale of royalties the land on 
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which the Century well is now located was acquired and 
with the intention of drilling a well there by financing 
through the sale of royalties as had been done with the 
other well. We commenced the well and sola quite a lot 
Cf royalties, raised quite a lot of money and operations 
were going along very nicely. The royalty was in denand 
hy the public and we were not having any difficulty in 
raising money and when we had obtained the depth of some- 
thing over 2,000 feet I think, or possibly a little deeper 
than that, Mr. Macloed, I have this frm iur. Wilkinson, 
that Mr. izacleod approashed him with tho ideas+-- 

Q Just what you know? 

A Cf acquiring an interest in the well. 

Q nmre Hlves, we have really called you to give us your 
version, any dealings you didn't have you can just omit 
tho se? 

4 Those dealings, I say that wre Macleod didn't speak to ne 
with regard to it but Mr. Wilkinson came to the office and 
said Mr. Macleod has spoken to me about acquiring an in- 
terest in it. 

Q THE CHAIRMAN: And what happened when you your~ 
self got into it? 

4 I was in it all the time. 

Q Just tell us the things you know personally, Mr. Wilkinson 


Gan speak for himself? 


A Yes, the outcome of it was that we made arrangements with 


Mr. Macleod whereby his company, the Royalite Oil Gompany, 


were to furnish sufficient money to bring the well to com- 


pletion after the money which we hed on hand and some Which 


was due on royalties which had been sold, after that money 


had boen spent, the Royalite Oil Company for a consideration 
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of 25% royalty were to complete the financing of the 
well. Mr. Macleod, being the President of the Royalite 
Oil Company, we figured that there was no question that 
the deal would not be consummated and that he had full 
authority to deal and we entered into the arrang eme nt 
accordingly. The contract was drawn by ir. Hannah, the 
solicitor for this company and it was presented to us for 
signature. 

Q You say "this company", you mean the Royalite? 

A Yes, and presented this to us for signature. wWe signed 
the document and immediately advertised in the paper that 
further offerings of royalties in the Century were withk- 
drawn as an arrangement had been made to complete the 
financing of the well. when that had been done and the 
docursients had been dé ivered back to the Royalite Oil 
Company,iir. ‘Wilkinson went away on a holiday thinking that 
everything was satisfactorily arranged and whon he got to. 
Sacramento, California, I got a wire, or rather the Royalite 
people had a wire evidently from Toronto objecting to some 
phases of the agreement I belicve, and I had to phone br. 
Wilkinson in Sacramento and tell him that there was 
evidently a hitch in this thing somewhere. 

3) Before you proceed would you mind telling us, ir. Lives, 
so that I may have it in its proper order in my mind, what 
was paid te you about Toronto, you knew the documents had 
to go on there, did you, cr weze to gc on there? 

A Yes, I understood that tha were to go tc Toronte but we 
were---~ 

Q For what purpose? 


Well I just think for a final che ck. 
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A final check by the offices in Toronto? 

By the officers of the Imperial Oil Company who control 
the Royalite. 

Who said they had to have a final check in Toronto, do 
you remember? 

NO, they didn't say that, I don't believe we were ever 
told that but we understood that the documents were to gO 
to Toronto and I do not bd ieve it was told us whether for 
Bignature or for final check~over but in any case we knew 
that the officers of the Royalite here were in communica- 
tion by telephone with Toronto and that the deal had been 
talked over with Toronto and it was with the approval of 
the Toronto officials that this deal was being entered in- 
to seo when I phoned iir. Wilkinson he said "Well I was just 
afraid that something like that might happen, a slip-up 
of some kind ‘but he said' when you are dealing with the 
President of a company and the other officials of the com- 
Dany on the ground surely to gcodness there cannot be any- 
thing seriously wrong with it". 

Yes? 

Finally Mr. Wilkinson returned from his holiday, really cut 
his holiday short, and operations of the well were being 
carried on because we still had money but about the time 
Wr. Wilkinscn returned from his holidays---~ 

Forgive me for interrupting you again, what was the word you 


got from Torontc, about the hitch, what were you toli about 


that, please? 


Well now I cannot+--- 


Before you phoned Wilkinson what was said to you and by whom? 


Well we have a copy of that wire on file but I do not believe 
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I can tell you just what that was, 


Q WR.s FRAWLEY; You have a copy of that wire on 
file? 
A Yes I think we have. As a matter of fact it was a wire 


that came to wr-bacleod from Toronto and it was, a copy 
of it was typed and sent over to us, just a few words. T 
do not remember just what the objection was in that wire. 
Howevor we dic not feel that, in view of the fact that we 
had made our deal with the President of ti company and 
other officials, local men, that Toronto had any business 
to try to over rule the decal which we had made and since 
the documents had been dvawr by their own solicitor at 
their dictation and all the rest of it and since they had 
allowed us to advertise in the paper that the financing 
had been done we did not think tmt there was any chance 
of a hitch. Well when Dr. Hopkins--- 

Q THE CHA IWAN : what did they say to you, do you 
recall. Mr. Hlves, about why they would not sign it righse 
there and then when you signed? 

A Well we always had the feeling that---- 

Mike NOLAN: That is not what the Chairman was 
asking you» 

Q TH CHATRs:AN: vhat was said to you by Macleod or 
Hannah ov whoever was acting for noyalite in the matter? 

A As to why they didn't sign it? 

Q Yes, when you were signing it, it is usual for both parties 
to sign when you come to om agreement? 

A The document was sent over from iir- Hannah's office to us, 


for signature end we signed it and returned it to his office 


expecting tmt it would be signed in the regular way. 


I understood you to tell me you knew it had to go off to 
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Toronto but was that later you were told that? 

A 2, I do not know that it was, I do not know that we 
knew, I don't think we knew it hea to 0 to Toronto bee 
cause we felt, we knew they had been in communication by 

telephone with Toronto and we figured that all the details 
had been attended to and there was not much Ghance of any 
hitch in the matter. 

Q But there came a time, did there not, I am not trying to 
break down your evidence, I en trying to get at what you 
remember. surely there came a time when you knew that that 
cocument was not to be signed locally and had gone to 
Toronto? 

A Yes, yes. 

Q I am trying to get at what was said to you then. 

A I believe that lr.» tiacleod said that the document had 

gone to Toronto, I do not know whether for signaturs or for 

perusal or what it was. 

And how soon was that after you signed? 


That they--<- 


Thet you were told or that it had gone to Toronto? 


& © & 


Yes, later we understood it had been sent to Toronto in- 
mediately, I presume immediately after we signed it. 

a After you signed it? 

A YeBe 


THE CHATHIIA N: All right, gentlemen. 


Q LR. FRAWLEY: jell then the document, you did 
not, the next thing you heard was that you attended a meet- 


ing in ur. Macleod's office and Dr. Oliver Hopkins was there? 


A Yes. 
Q You were at that meeting? 
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No. 
You were not at that meeting? 
No. 


Then as a result or sometine later--+ 


TH CHA TRaid 0: What about the wire. 
ite FRAWLBY: By the way---- 

THE CHATRMAN: He paid the next thing. 
MR. FRAWLEY: There was a wire? 

Yes. 


4 wire came from Toronto which was handed to you? 

No, well evidently after the document arrived in Toronto--- 
This is the original one which never came back? 

Yes, Toronto evidently wired to the office here and a copy 
of that wire was sent over to our office and it wes at. that 
time that I phoned sir. Wilkinson. 

&£ copy of the wire which the Royalite had received from 
Toronto was dclivered to you for your information? 

That is right. 

And you then phoned on the strength of that to Sacramento 
to lur. Wilkinson? 


Yoese 
And you think that wire should be on your file? 


I think we should have a copy a that wire, I am pretty sure 


we would. 

when you assigned all your interests to the Bowdens, they 
I understand took your files didn’t they? 

Yes they did. 

And they have given me the filos tris morning and I do not 


see any file of correspondence, novhing of that kind anywey, 


however it can be looked for further. Then you recalled Mr. 
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Wilkinson and you had then attended a meeting to further 

discuss the matter in wr. Macleod's office at which Mr. 
Hopkins was present? 

I didn’t. Mr. Wilkinson did. 

There was a iteeting there, you understood that? 

Yese 

Then laser were you talking, were you presented with 

another contract to sign? 

Yes. 

And is that the contract, that bears your signature? 

Yes. 

Along with iir. Jilkinson's? 

Yes. 

You can probably identify all these signatures, oan you, 

Mr. “ilkinson's and your own as Secretary? 

Yese 

And Mr. Hannah's and vr. Burns!’ for the Royalite? 

Yes. 

This is an agreement of the 15th of march, 1984 between 

Century Oils Limited and the Royalite Oil Company. 


(DOCUMENT PRODUCED HERE MARKED as 
WXHIBIT "236"). 


Now just pursuing the matter which the Chairman was dis-= 


_eussing with you,..do you know whether or not this agreement 


which was delivered to the tentury Company signed and ex- 
ecuted, whether there was any delay in this document being 
sent to Toronto for pesusal or checking or anything? 

Well I do not know whether that document ever went to 


ame al fied ’ signe 6s 0 
Toronto. I gee it is the local officials’ signatur jal 


it and I do not know why the first one was not signed in 


the same way. 
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Q 


Are there any officials of the Royalite resident in 
Toronto? 

t domti think. so» 

Are you quite sure? 

Well I would not be sure, no I do not think any are, 
there may be. 

This agfeement which speaks for itself dontains a lot of 
recitals, one of wnich is, the lest recital reads:- 

id Wheress the Vendcr is desirous of entering into 
arrangements with the purchaser to continue the dril- 
ling of the said well and to provide the neccssary 
finanecs over and above the moneys raiscd, and to be 
Poreca "Uy The wWVondor from the sale of the said units 
of production, and thc purchaser hes agreed to cnter 
into such arrangement for the considers:tions end upon 


the terms sand contitions hereinafter eset forth." 
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4nd this agreement proceeds to provide that the 
Company will, thsi is the Century, will dispose of these 
units. ‘fas this the same kind of an agreement except as 
to amount as the previous one? 
I believe it is probably an exact copy. 
Eeecept fer thed.ss.. 
uxcept for the change in the amount. 
After the meeting with Hopkins? 
Piece is: Right. 
THs CHATRME i: Lf anything is to turn on 


this, Mr. Frewley, I think the other document should be 


produced. 
Ekie PRE WLIY: The other agreement? 
TH CHAIRI“ZN: The suggestion is it is the 


same but I do not think anybody could carry in their minds 


2 


all those pages’ 
Ko. 

It may not be the seme? 
NO. 


TH.s CHAIRMAN: So if anything turns on it 
I say ve should seek out the original agreement. 


Mey FRAWL SY: As to that we e&n only do as 


A all a 


we have always done, to cell upon Mir. Nolen to produce it 


and if he is able to and it is in the hands of his olisnts 


I am sure he will do that. 


Me. NOLAN: And if you think it is of any 


value to the Commission. 


MR. PRA LOY: It is pretty difficult for me 


to take that responsibility now. This was interjected inte 


the proceedings yesterday by “. Plotkins and the Chéirman 


seemed to think at that time it was sufficiently germane to 
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F. &. Llves. pig 
allow the cross~examination of Mr. “ilkinson to continue, 
to be commenced and to continue. if I have to apply 
my mind to it with that amount of exactness I shall take 
time to examine this agreement at some length, and consult 
with Mr. Wilkinson and Mr. Plotkins. I could not at the 
moment say that the agreement, the unsigned agreement - 
well it was signed by Mr. Elves and Mr.Wilkinson...... 
TPE CHAERMAN: It is just as well to 
Clear these matters. It is quite open to Mr. Plotkins 
or to anyone else as we see it, to show that there is 
improper and unduc monopolistie control. It is equally 
open to anyone else to show it is just so much poppycock. 
But, Mr. Plotkins, I rather gathered you hoped to, in 
your examination of Mr. ‘/ilkinson, show some immediate 
‘bearing on the ecst of the production. Now I am not 
limiting you in the particular field of endeavour that you 
have suggested from time to time, providing it is germane 
to the subject of our Inquiry, of course, but I think 
to go any further on this phase of the matter is not 
desirable. But, Mz. Nolan, I think it would advantage 
your people rather than otherwise, to produce the first 
agreement since the second one has been put in. 
MR. NOLAN: Anything that is suggested to 
me that the Commission or its Counsel will like produced 


I shall continue to produce ite I will heave search made 


for the document which lr. Hlves and Mr. Wilkinson have 


signed, if it be in existence. 


Ma. FRAVGEY: Then we cén leave that. 


Wow I want to continue as I did with Mr. iilkinson yester- 
day in examination of the further matters. Mr. ilves, 


you seem to knov as much about this as Mr.Wilkinson. Yeu 
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speak about as freely as Mr. ‘4lkinson did. 


THz CHAIRMAN: He says he vas not at the 
meeting. 
We. PRAY LOY: But with reference to the 


ietter of the 14th of September, which your Gompany 
received from the Royalite, addressed to Mir. iilkinson, 

in which they told you they woudd continue to purchase 

but on different terms. You know about that? 

Yes. 

Mr. ‘silkinson attributed a great deel of importanoe to 

that yesterday, and I am wondering whether that is anything 
more than a notice to you by the Royalite Company that they 
were imposing a purchaser's pro-retion on your well in 
common with the wells in Turner Valley from whom they were 
taking production at that time. Is there anything more 
than thet? 

I imagine note He says the same pro-ration they took from 
their own wells. 

Do you wish to attribute any more significance to it than 
that? I am suggesting, although I am not as fully informed 
as you are about these matters, but it does not seem to me 
anything except thet he tells you his markst is not able to 
take care of the production from the Turner Valley and he 
is pro-rating your well with all the others. 


MR. NOLAN: Mr. Wilkinson did not say that 


te attached much importance to thet. 


THR OUSIRMAN: xcept there was the suggestion 


thrown out and I suppose Commission Gounsel might question 


about it, there is a suggestion thrown out that was all right 
? 


with regaré to the naphtha wells, but there were then only 
gare 


one or to or three at the most crude wells and that to put 
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them out of business would be to discourage the further 
production of crude in that Valley. I think Mr-Frawley.... 
Mi. FRAVLEY: That is the last thing that 
Mr. Plotkins said yesterday. 
Tis CHA TRAN: Whoever threw out the sugges- 
tion, it vas made. 
MR. FRA DEY: Yes, that is right. "I want 
to make a distinction," ir. Plotkins said at Page 6302 
yesterday, "this was one of two wells in Turner Valley 
that produced crude at that time when there was a scarcity 
of crude. ‘We were bringing in thousands of barrels per 
day. When it comes to naphthe, thet is a different story. 
There is no doubt whatever at that time the Royalite 
imposed a pro-ration, but at this particuler well it isa 
crude well, and it was the condition that existed at that 
a particular time that has a bearing on the bringing in of 
se Turner. Valley Royal ties,-which is the-firet official 
-erode well, and thet is. why I would like to delve into 
that a little more to show the. influence on cost." : 
am womering if, perhaps, in fairness to Mr.Elves, that 
Mr. “silkinson perhaps should not resume the stand. We 
were talking with him yesterday when we rose, and I think 


“ 


Mr. ilkinson might resume the stand and IL will explore 
this with hia. | 
TH CHAIRMAN: we might perhaps be through 


with Mr. Zlves. Is there anything you wish to ask him, Mr. 


Plotkin s? 

MR PLOTKINS: Yes, I want to ask a few 
questions. 

C, Do you recail, Mr. ilves, whet time elapsed between the 


day that your firm completed the details of the deal with 


eth ne Se ad Slide ssbukid to tes web 
aoe, x 0: ( re 
ee | eae seed it et oe “32h Whe 0") Sa 


4 peals . s 
5 ed fa ee eee et ae 4 
apes ae i ae Meo S 


‘i ; al ; , + ' \ 3; 
taew 2" oe hind ,3a Pee tae TRATME Y +? 
pate vets a8 «sotroatteld 's ban’ 


>a 
rs 
it 
® 
aie 
a 
wae 
eS 
7a 


ani ete ReyT Ke tow aud Yo eno Baw: alae? wet 
oe SB Bae Sed? | ke iad enti dada .76 abv , 
were. og vane tin ai poignizd ead ev watt 
inde easqsttit a at rere | ed Ke an a8 iain tres © 

S264 Bea aie: ats Fee FS sovedadi tdvob ba ae 
Bees) ite 4 ate gat ta tot (Aes tex~oue| 


fash oaneeadd edt age at has eel F 


=e 
ae 
~ 


me FA Regt 
ee gw idnree ode ae a. e ned tadd emit es re 
PRbilo ls feut® ae? BF deine oott Lavo yeu at ft 
Afni epish ot Oat Bteae F t tae ee felt bhe ‘toa 

< idles’ ao SomRnliae oat ette oF tom oftt tt "P | y. 
SASF. corti. vt Of See RS, oF eerie eit works & a, 
ci PAGE, CAF CRNBOS dar bhcods agedred omer ee  s Pe, | 
waste 1 daw yen << sod qebrotest wid dete patabey bale i 
SOLES fd heh i Les boete. Bee siuaet 2s. ee: taal a ae 
ete dtw abet 
ee ee . cut 0 ae 


Eh. eth *es as ‘cil oo: sant Spite Wao 6r paevik ‘6 


.— 


“we 6, See, eae cE aa Oi 


or 
ba] 


é enn Ree mee lila i mi ) 


seam Weis Obtintirres Set time AE - 


tage. [se >. 


i 
PF. 


ca) 


Oo & 


a) 


D & 2 b& 


T-1 


A. 


Blves,. -6320- 


the Royalite and the receiving of that wire, or the copy 
of wire that was sent from Toronto? 

No, but I would say it was several weeks, 

several weeks? 

Yes, i think so. 

You have no idea how many? 

No, I would not be able to say. It is quite a while. 
Would it be more time than necessary to have the documents 
go down to Toronto and have them examined and refused or 
accep ted? 

Oh yes. 

Could I sce this later agreement please? ‘hose signatures 


are these? 


Me FRALEY: Mr. Hlves, Mr. Hannah and lir. 
Burns. 
MR. PLOTKINS: Sowe find two signatures 


on this Royalite contract between the Century Royelties 

and the Royalite Oii, on behalf of Royalite, Mr. Hannah and 
Mr. Burnse You have hed quite a Little experience between 
the Royalite and your company in connection with m@king 
contracts, haven't you? 

Well yes. 

You have signed several contracts? 

Yes. 

De you recall who signed them on behel?f of Royalite? 

“les it always the same officers? 

I would not say. I do not know about that I am sure. 
Usually in your normal contracts was it your experience 
that the contracts went to Toronto? 

Oh no. 


They never went to Toronto? 
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7) No. Wo, none I knew of except this. 

@ There was a special significance attached ts this part- 
icular deal in your own mind thet might necessitate 
the company officials here sending the contract to 
Toronto? You said yourself you thought it might have to 
go to Toronto? 

4b Yes, I did. ile alweys felt the Royalite consulted with 
the Imperial officials on any contracts of that kind. 

@ Why did you think that this particular deal was different 
than the usual deal you were making in connection with 
wells? 

A Vell we knew that there vas certain correspondence by 
letter, telephone and wire in oonnection with the deal. 

a With this particular deal? 

v) Yes, 

G That did not take place in the ordinery deals thet you 
have made with the Company? 

BS Noy I do not think in the other deals... 

Q In the other deals there is no such corréspondence and 
telephone eflls and so on? ; 

¥) Not to my knowledge. 

a Can you tell us then wh: t is in your own mind that would 
cause this feeling of yours that it had to go to Toronto? 
‘as this something unusual, this deal? 

4 ‘Yell I think probably that wes amongst the first in which 
the Royalite Company purchased an interest in developing 
and assisting other companies with wells. 

& There was a new devarture on the point of policy in 
Connection with the Koyalite and the independent contract? 

A I think so. 

Q Or the independent well in Turner Valley? 
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As far as I know thst is the first well thet the Royalite 
Company joined with the operator to hele finance it. 

Now can you tell us your experience in the past, or do you 
know what the policy was that was ordinarily followed 
by the Royalite and the Imperial Oil in connection with 
the development in Turner Valley? Iam now referring to 
the relations between the company and the independent 
produzers, owning leases and wells in Turner Valley. 

Did they enter into any kind of a deal like this with any- 
body previous to this contract? 

I believe that they took over the Merland well. 

MR. NOLAN: You see the witness must only 
speak as to his own knowledge on a matter of this kind. 
THE CHAIRMAN: Yes. 

Ma. NOLAN: You understend,iic. #lves, 

it must he something within your own knowledge? 

I hope so. I do not expect to say something I dc not know 
Something about. 

TI2 CHAIRMAN: Not something you have lard 
from someone else, 

MR. NOLAN: If you are told by somebody 
else that is not evidence. 

If I sea in the papers every day the Royalite Oompany hes 
taken over the Merland well, and is completing it’? I 

know the Royalite people are operating the well after that, 


after they completed it and so on. Although I have not 


been there, perhaps, and do not know fora certeinty, I 


know that that is what is going on. I know the Royalite 


Company did finish the Merland vell for one thing. I 
believe they finished...-- 
MM. NOLAN: You see it vas not that Company 


atall. 
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A Perhapg it was the North YWest Company. 

C Perhaps it was and perhaps it wus not. 

A it is pretty herd to know when you get the North Vest, 
the Royalite and the Imperial altogether, Just who is 
Going the business. 

Q THO CHAIRMAN: You say you know some of 
these allied companies were doing it? 

b Yes. 

A) How would you know? 

4h I think Mar-jon well was completed by the Royalite. 

Q How would you know that? Because of seeing their common 
Grilling rigs or whatever is used, or what? 

A I do not understand your question. 

Q You say you know that they had to do with the Merland well. 
How would you know that? 

zi) io toiwmkK POSELDLY. ss 6+. 

Q I am not talking about seeing an agreement signed, or 
something. But did you see their rigs there? 

A Probabiy preeas reports I imagine. 

& Press reports? 

Bb 1 think so. And 1 knew their driller and I knew he 
had finished it. I knev he was working on it. 

Gq You knew their driller and you knew he was working on 
it? 

4 Yes. 

q Press reports are of no value as a matter of evidence, 
because the reporter might be in error. ‘ve are not trying 
to hold anyone down strictly to the rules of evidence, 
but we always have our limits as ws pointed out hefore. 

& MR. PLOTKINS: You have been in this Turner 


Valley development for a goo@ many years. ‘shen did you 
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first become interested in Turner Valley? 


&£ turgor, 1 pelieve. 


G Seven years ago? 
Ne 8%, 
Q So that todsy you are able when you see some developments 


or some drilling going on in Turner Valley, you are able 
to size up the situetion and know pretty well whois doing 
it and vihat connections are interested? 

A Yes. 


In other words, as a business man you have trained yourself 


&> 


to reed the signs? 

A Yes, 

THE CHAIR BN: Yes, he said in this instance 
he saw the driller who he knows is the driller of the 
Royalite or one of the allied companies. His deduction is 
perhaps guite reasonable. But press reports and reliance 
on them is something we in turn cannot rely on. 

q My PLOTK INS: So that you say the reason 
that you felt that your deal between the Century Royalties 
and the Royalite Company might have to go to Toronto is 
because it was a new departure of policy? 

A That might have been the re: son. 

q That was one of the reasons? bid you heve any other 
reastn thet would make you feel that? 


WoL ledo not thik so. 


3 
Q lias the Royalite asking you to make a nev type of deal 
besides just taking an interest in a well which they did 


not contrcl? That is what made it a different kind of a 


Geal? 


A Yes. 


Q In other words, let us clarify that. ‘hat was there about 
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the deel with the Reyalite that made this differ from 


the usual deal? 


MR. NOLAN: If you know, Mr.ilves. 
q MR. PLOTKINS: Yes, if you know? ‘ell 


he has been out there a number of years? 

4 In cases where they have the Imperial Oil, the North 
West Company or the Royalite Company, any one of the three 
of them, whichever it happened to be, in cases where they 
completed wells they took over the well entirely and put 
on their own crew, But in this case what they were 
doing was putting the money in our hends. Mr. ‘iilkinson 
had complete authority to manage the crew and complete 
the well and the Rpoyalite were furnishing the money to 
finish the well. 

G So that that was entirely different from anything they 
had done before as fer as you knew? 

Q THE CHLIRMLE: Bid you have it over and 
above the money you had on hand? 

A Yes. 

¢, MR. PLOTKIWS: ‘las not the usual deal 
that they would not put any money into the well or into 
any development unless they assumed control of the 
operations and effectively man-ge the company? 

wa) pelives tar es... knew. 

Q Didn't you make any deals of your own? Did your Company 
or any company you are interested in make any of that 


type of deal? You are interested in a number of other 


companies besides this? 


4 Will you ask me the question agcins 
Q You are interested in a number of companies outside of 


Century Royalties? 
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4 Veer 

G3 4s a director? 

& Yes. 

q And as owning some sh.res so you are taking an interest 


A Yes. 

Q So that you would be familiar with eny deals those con- 
paniss you are interested in would make with the Royalite 
or any subsidiaries of Standard Oil? 

A Yee 


Have you any personal experience in any of these companies 


im) 


of making a deal such as you have just described at the 
moment, where it took control of operetions and management 
of the company when taking over or taking an interest in the 
development? 

A No, I never had any direct interest in any company that 


they did that,., that the Imperial interests took over, no. 


Q So you are not able to say’? 
No. 
Q So you feel this was a departure? 
THE CHAIRLAN: Vell let him say whet he 


knows and not what he feels. 


G MR. PLOTKINS: I have not had time to read 
this contrect but did this contrsct give the Royelite the 
right to put its erew in charge of the well after they 
agreed and did put up their shrre of the money according 
to the terms of the contract? 

A T do not believe that the contract cells for that, no. 

I think they were perfectly satisfied to have opere tions 


carried on as they were befere and they were entering into 
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the picture only insofar as furnishing the money ves 


Goneerned. 


q In a silent wey? 

THs OHb IRMAN: ‘ell the contract speaks for 
itself. 

q Pe egO TINS Have you any knowledse, did 
the Royalite put its ovn men in to operate the Century 
Royelties? 

4 They allowed us to engase the crew, the production crew. 

Q Yes? 

A And we paid them from the proceeds of the well and so 
forth. 

Q “ere they under your orders or were they under the orders 
of the Royalite Oil Company, the operations at the well? 

A I think they were under our ordexs. 

e You do not know of anything...+... 

i Iam quite sure they were taking their orders from our 
office. 

G XOucdHG Not hears ...: +. 

A The Royalite cid not attenpt to interfere in any way. 
They just let us carry on. It was being carried on 
apparently to their satisfaction and so we hired and padd 
the men, from our own office. 

C. You did not hear Mr.'iilkinson yesterday make the stetement 
that he was mansging the well, but the crew was under the 
direction and orders of the Royalite Oil Company? 

B I think the Royalite Oil Gompsny had the right at any time 
to give instructions. 

&, Te give instructions? 


B LT think so. 


@ So that they were in a position to control operations of 
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the well? 

L believe that contract calls for that. 

In spite of the fect they cnly put up a. percentage of 

the money? 

Yes. 

Do you know of any other deals of a similar type that 

were entered into later? 

I do not call to mind anything like that. 

You do not know of any. At the time that you were notified 
by Mr.'/ilkinson that the Royalite Sil Company, through 

its representatives at the meeting that has been described 
here, thet the Royalite were no longer willing to complete 
their deal originally entered into, what was your position 
in regard to financing if the Royalite refused to carry 

out their contract: 

Iam afraid we would heve been ina bad way. The well 
Showed signs of being a lot deeper than any wells that 

had been drilled in that area of the field, and we, I think, 
would have had difficulty in going to our people, going 
back to our people after we had advertised that any 

further issue was withdrawn, I think if we hac had to go 
back to our people agsin and sell or attempt to sell 
royalties in view of the notice we had put in the paper 

and in viet of the well logging so much deeper, I am 
afreéid we would heve been in a bad way. Ido not think 
we would have sold the royalties. 

Do you recall the opinion of the geologist of the Xoyalite 


Oil Company at the time ena were you given reasons why 


they figured it » s going to cost more to finish that 
well? Do you recall that opinion? 


I do not think we had to depend upon the opinion of the 
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geologist at that time. ‘ve knew thot the Blairmore 

for instance, we were much deeper to the Bleizmore and 
therefore it was impossible to strike the lime at the 
depth or anywhere near the depth that wa were getting 

the lime in the naphtha areas of the field. So we knew 
the well would have to be a lot deeper. 

“as there any report made by the Royalite or its officers 
as to the chances of securing production at your location, 
any public report made? 

I don't think so. 

In connection with crude, you say this was a erude producer 
at the time it came in’ 

Yes. 

“as there any special price structure for crude as distin- 
guished from naphtha? 

Yes. 

You did not get as mu ch money? 

No. 

For your crude as you would have it if had been @ naphtha 
proaucer? 

No. 

Do you recall whet the difference was? 


No, I do not remember now what the difference was. 


Was it substantial? 


Yes, it was substantial. 
What did this well produce after it was stabilized down, 


after the flush production wes taken off? ‘hat did this 


well settle down to? 


It was a very unusual well. As a matter of fact it kept 


gaining in production until it reached about 20 barrels 


per dey. Zach month it seemeé to improve over the previous 
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month, 
& Do you know at that time what the erude oil imports 
were? 


Bo Mowe ido mot sknow.. Plenty. I know that. 

You know there were several thousand barrels a day? 

A so lvam told., Yes, IT-understand that is right. 

() Did you make it your business at that time to find out 
What the cast laid down of crude oil amounted to in 
comparison with the posted field price? 

vy No. I did a great deal of work with a man from the Mid- 
Gontinent field and we made a graph which showed the com- 
parative prices of the Mid-Continent and the local product. 
BNGwvVine twss,it ih your own opinion at the time? 

A Well IT do na think we were getting the right price for 
our oil as ecompared with the Mid-Continent crude. 

€ So the postdad field price was,in your opinion, for this 
crude production was at least competitive with the 
orude coming from the United States? In other words 
they could buy this production frou this well and lay 
it: down into their refinery in Calgary in competition 
with Mont. na crude, or wherever the crude came from 
at the time? 


A No, I do not think so at all. 


Q You think it would cost more to bring the erude from 
Turner Valley’? 

z) No. 

C Vell that is what I am saying? 

& Yese 

Q Tt would lay down in cumpetition? 

4 Oh yes. 


So the more wells thet came into Turner Valley of thi 
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type, the more beneficiel it would be in the matter 

of cost of the companies that were using this crude? 

I wnuld say so, ves, 

So that from a strictly economic standpoint it was 
advisable for the industry to secure. their crude supplies 
in Turner Valley instead of in the United States at that 
time? 

I would certainly say so. Our greph would have proven 
that too. 

ve took the trouble at the time to make a graph, of 
which I have a copy, showing the relationship between 

the cost of crude laid down here from the Mid-Continent 
and Montsena, and the price of gssoline, so that you were 
fully aware of the advantages that would accrue to the 
processing companies of producing erude in Turner Valley. 
Why did you not take objection to this wording of the 
letter that If. McLeod sent you, where he was going to 
pro-rate your well elong with their own, which were all 
naphtha wells by the way. In other words, why didn't you 
point out the distinction between crude and nephtha? 

Yell I do not know how to answer that. When a policy is 
laid down by a big orgenization the small voice of the 
individual does not beer very much weight. 

You did, you say, take the trouble, or your firm did, to 
make a graph, quite a comprehensive graph% 

Yes. 

Whieh gave you the picture and wiy would not you «zt least 


voice your objection. ‘as there any other reason thet 


would compel you to accept the pro-retions In other words, 
was there any other reguest in this contract or outside of 


this contract that would lead you or Mr. lvilkinson to take 


orders and carry them out? 
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A. Elves, 

A Well, I think probably we did not feel ag though we could 
do mech about it. 

Q Woll, you knew enough to make comparisons, just to find 
the value of your product, on an ecomomic basis? 

A Well, I do not know what good objection would do unless 
you are in @ position to handle your own prodact. 

Q Well, now, Mr. Wilkinson, your associate, was a director 
of the Regal Oil & Refining Company, quite a large concern, 
that operated in Calgary and in this Province, and he 
would be familiar with the steps that would be necessary 
to make sure to find a market for such a small amount 
of production rather thun stand for the drastic reduction 
from 200 barrels down to 38; now, was that not what led 
your’firm to make a survey of the value of your crude? 

A Well, I presume, it was a matter of information, I don't 
remember whether that graph was made at the time the 
cut was made in the price of Century Oils or not. 

Q MR. FEAwWLZY: You remember, Mr. Elves, 

you made that graph for submission to the Dominion Tariff 


Board and sent it down to me to be filed? 


A Oh) yes. 

Q MR. PLOTKINS: When was that? 

A ‘Gn 3ass. 

Q And this was the 15th of March, 934, whea, when was this 
well completed, this Century well? 

A I don't remember, Mr. Plotkins. 

Q@ September or October? 

A I think September. 

Q When @id it come into production, into the productioa 


you refer to, of approximately 200 barrels? 
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I think probably it would have been sper’-ting five or 
six months, maybe more than that, I think probably it 
would be more than that before it reathed the 200 barrels. 
It was approximately eight or ten months, if I reeall the 
conversations which I heard, so that was just about the 
time that this graph was prepared? 
1 presume thatvis right. 
But you have no other reasons to advance why you didn't 
go any further, but just accented the pro-ration? 
No, I cannot say why we didn't, unless it was that we 
felt that that was all that we could do about it. 
MR. PLOTKING: Thank you very much. 
MR. NOLAN: I suggest to you, Mr. 
Hives, it was because you had agreed with the Royalite 
Oil Company in the agreement of March 15th, 1934, that 
they would be permitted to discontinue purchasing part 
of the production of your well? 
Well, I believe nis question was directed to the price. 
His question, Mr. Plotkins'’ question, as I understand it, 
was why didn't you complain about this, as to the pro- 
ration of this well, the fact is, Mr. Elves, you had 
agreed to permit the Royalite Oil Company to buy as much 
as they wanted to buy from the production of that well? 
Yes, that is right. 
Because in their letter, which is marked here as Exhibit 
"234", the second paragraph says 

¥ Under the above menticned contract it is 

provided that koyalite Oil Company may at any 

time discontinue purchasing the production being 


taken by it from your company or any part thereof 
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by giving thirty days' prior written notice". 
That is what they did, but it left you free to dispose 
of the remainder of the production, as you saw fit? 
I do not. know whether that is correct or not, I am sure. 
That is what the contract says: 
"Provided however that the purchaser may at any 
time discontinue purchasing the production then 
being taken by it or any ee thereof by giving 
thirty days' prior written notice to the vendor’ 
New, the vendor, that is you, Mr. Elves, 
"of its.intention so to do and thereupon the vendor 
shall be at liberty to sell such production or 
such part thereof to any other purchaser for the 
period of one year from the expiry of said notice." 
Yes. 
You remember that now in the contract? 
Yes, I remember it. 
So you could have sold the remaining production of the 
well if there had been a market for it? 
If there had been a place, if there had been..... 
An outlet for it, is that what you say? 
No, if there had been facilities for the handling of 
it or if somebody else would buy it. 
Yes, I understand you perfectly well; now, Mr. Elves, 
there are ats one or two little things I want to ask 


you, this contract which was marked Exhibit "236" was 
entered into by you as secretary of the company? 


Yes. 


And I observe from Schedule "A", which is attached to it, 


there was at thet time, namely the 15th of March, 1934, 
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ol1,781.98 cash on hand and in the Bank? 

Yes. 

And that there were accounts receivable of $21,386.00, 

I do not suppose you have looked at that for a long time? 
No, I have not. 

But thet is probably where Mr. Wilkinson gets the figure 
of approximately $32,000.00 on hand? 

Peo, thank that is right. 

Because my instructions are that the accounts receivable 
were received “in due course? 

mney were, yes. 

And then that money, that $32,000.00 was utilized in the 
Perey On OL the drilling of the well? 

Yes. 

and the remaining moneys required to drill it into 
production were put up by the Royalite O11 Company? 

ioe 1S ign t . 

And that Dr. Hopkins said to you on one occasion that 
the, this is Mr. ‘Jilkinson's evidence, perhaps you do 
not know what Dr. Hopkins said, do you? 

I didn't hear him say it. 

You were not there when he said it, that is right? 

No. 

MR. NOLAN: Is tir. Wilkinson going 
to come back? 

MR. FRAVIEY: Yes, right now. 

*R. NOLAN: I think that is all I 
will ask you then. 

MR. FRAWIEY: Do you think you can find 


the advertisement in the newspaper which you referred to, 


to which you attach some importance, as having altered 
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your position, do you think you can find that, Mr. Elves? 
T believe we have that probably in the scrap-book. 

If you will produce it and send it to me I will appreciate 
it very much. 

ehUnieke . can sfind its 

MaJOR LIPSETT: Can you tell us something 
about what the practical difficulty was in disposing of 
the balénce of your production after you got that notice 
from the Royalite? 

We didn't dispose of the balance of it, 

What I am asking is why that was not possible for you to 
dispose of it, I understood from your evidence that the 
price was cheaper than the Mid-Continent, and also that 
Mr. Wilkinson was a director of Regal Refining, I was 
wondering why you were in difficulty about disposing of 
the balance of your production? 

Well, Regal Refining, I think, had gone under and was 

not operating at that time. 

And was the only customer at that time for eride in 

the district the Imperial Oil? 

The Imperial had the pipeline and the only way that we 
could have disposed of it would have been by hauling it 
by+truck,. I presume. 

At that time was there any way of you sending it through 
the pipeline except to the Imperial? 

Yell, I would not know about that for sure. I do not 
know of any oil that ever came through that pipeline 
except the oil that belonged to the Imperial. 

And so far as you know it was not practical then to sell 


the balance of the production? 


It was not easy to find a market, Il think that would be 
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probably, the difficulty in handling it probably 
would have been a factor in making it harded to dispose 
of it. There was less profit. 

Q There is just one other mutter I want to ask Vou. Mie 
Hlves, Mr. Wilkinson told us about the transaction about 
three years later when owing to some request or protest 
on his part 24% royalty was returned by the Royalite Oil 
Company to your company, have you any recollection or 
knowledge of that? 

A I have. 

Perhaps you would tell us about that? 

A At the time that Dr. Hopkins came to Calgary and demanded 
the further 5% and Mr. Wilkinson came to the office and 
told me about it I was very hostile and I said “iJell, why 
did you do it?' I said 'A deal is surely a deal and we 
made a definite deal that such and such would be done’, 
and I said 'I would have taken him into court! I said, 
'T eannot believe that a man that is sun»osed to have 
the standing of Dr. Hopkins, representing the people 
that he did represent, would be low enough to do such a 
thing’, if you want my exact words, and I said 'We have 
an excellent case to go to court", and Mr. Wilkinson 
said "Yell, in the meantime what are we going iiewers 5 
let the well stand idle, vrobably this thing would take 
months", and so we were forced into the position that 
we could not do otherwise, but I told Vilkinson that I 
certainly was not going to let the matter rest there, 
that the other 5% was due us and that we were going to 
see to it bias we got it if it was at all possible, and 


he said "What are you going to do about yrds I said 
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"I am going to write a letter to Toronto pointing out 

how shabbily we have been used", which I did, and 
eventually we got a letter from Mr. Testoue in which 

he made 4 proposal that they would settle matters at 

23 after the entire costs of the well, their entire 

cost had been returued and after the royalty had very 
little value, that they would give us the 24% to 

satisfy our claim if we would sign a letter to the 

effect that we had been used well by those interests 

and that we had no complaint against their operations 

so far as the Century well was concerned. As a matter 

of Hobson's choice we had to take it or do without it 

and we had to sign a letter in order to get it. 

You have not a copy of that letter or that correspondence? 
I believe that that should be available. 

A. PRAVGCY: That was not turned over, 
was it, to the Bowdens, certainly there doesn't seem to 

be any correspondence turned over to the Bowden interests, 
but there again Mr.. Nolan can produce that letter ora 
copy of the letter and he will be able to make enquiries. 
If we are going into it we should have it alk, so there 
will be the letter, Mr. Nolan, to Toronto from Mr. Elves 
and the letter back from Toronto to Mr. Elves, and then 
the result the letter that Mr. Wilkinson spoke of 
yesterday, signed by himself and Mr. Elves to your client 
exoressing their satisfaction, the original from Mr. Elves 
to Toronto and the cony of Mr. LeSueur's letter back 

to Mr. Elves, and then the letter that was described 


yesterday on the blank sheet of paper signed by Mr. 


Filkinson and Mr. Elves, addressed to, addressed to whom, 


the Rovalite or to whom? 
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F. A. Elves. -6539- 
A My letter? 
MR. FRAWIFY: 


No, that letter express- 


ing your complete satisfaction? 

I think that was addressed to the Royalite O{1 Gompany. 
MR. FRAWIEY: Some will be in Toronto, 
I presume, and some in Cal gary. 

MR. NOLAN: Yes. 

MAJOR LIPSET?T: it is referred tor ty mr. 
Wilkinson at page 2865. 

MR. FRAWLEY: Yes, and page 2866. 

MR. PLOTK INS: Mr. Elwes, was it not 

&@ matter of some three years elapsed from the time you 


completed this deal and you specifically received the 


23%? 


MR. FRA'IEY: That is on the record, 
ROS. 
MR. PLOTK INS: Iam just asking that 


preliminary question, did you keep up the claim and 

the correspondence in the intervening time? 

Well, there was a letter more than, I imagine three 

or four letters. 

That would be fairly consecutive during that time? 

Well, it was a long time before I wrote the first letter 
in which I pointed out our position and what we thought 
our claim should be. 

It is fair to assume then you got this 24% on account of 
your pressing the claim? 

There is no question about that. 


TIE CHAIRMAN: All right, Mr. Wilkinson. 


R. Wilkinson. -6340- 

ROBERT WILKINSON, having been recalled, 
examined by Mr. Frawley, said: 

Q Mr. Wilkinson, now what I was dealing with, perhaps it 
has been covered, but I want to get it from you, Mr. 
Wilkinson, you did yesterday use the expression that 
if the Royalite had not, page 6284, "I merely point 
out if the efforts of the Royalite', it is page 6285, 
'T merely point out if the efforts of the Royalite Oil 
Company to squelch that deal at that time had been 
successful, the whole history of Turner Valley might 
have been different to what it is to-day. After 
consultation with my associates, Mr. Zlves and others, 
who had subseribed a considerable amount of money, 
we agreed to accept the ultimatum offered to us whereby 
the Royalite demanded an extra 5% royalty." {tt is 
in connection with that matter that Mr. Plotkins now 
makes reference to a certain letter written some years 
afterwards, where they returneé to you the 23% of the 
5% they exacted from you in 1933 or 1934, that is 
ecrrect, (is it not? 

A Yes. | 
Now, just Haste wag the "“squelching", in what did the 
attempt by the Royalite to squelch, was that at the 
Hopkins meeting? 

A Well, as I say so, I think it should be perfectly 
obvious to anyone from the evidence that has been 
adduced here through Mr. Elves' statement and my 
previous statement that if we had decided against 
accepting the higher present deduction there is no 


question the Century Royalties well would never have 


peen drilled. 
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If you had not given over from the Century treasury, 
from yourself and Mr. Wilkinson ana associates, the 
further five units? 

Yes, a condition would have been creatod where public 
confidence in the Valley would have been destroyed 
possibly for years to come, 

The Century well----- 

Would never have been completed and the people who had 
put up the thirty or forty thousand dollars, fifty-five 
or sixty thousand dollars, I suppose, because we had 
practically used up thirty thousand dollars ant had 
thirty thousand dollars on hand at the time the contract 
was finally signed, and if we had been obliged to 

cancel our arrangement which we had previously made 
with the Royalite Oil Company it is very doubtful if 

the Century well would ever have been completed. 

In other words, I think I see what you are saying, you 
had made an arrangement with the company, now that month 
and day is not exact, but it will probably appear cn the 
agreement whieh you say you and Mr. Elves signed, which 
Mr. Nolan is going to try and get, you made an arrange- 
ment at that time with Mr. McLeod and who else, for the 
Royalite? 

Mr. Mebeod, and I think Mr. Hannah was present at most 
of the conferences. He was certainly present at the 
time his instructions were rec®ived from Mr. McLeod. 

Mr. Hannah was more than the solicitor for the company, 
was he at that time also doubtless a director? 

I think he was secretary, he way an official of the 


company and signed the contract. 
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Wilkinson. 


Tou made the arrangement then whereby they undertook 

to complete the well for a certain number of units? 
Definitely so. 

Tha tever they eae? 

Yes, 55 units. 

You told us yesterday about that, that they intended 

to go and make their peace with the C. & E. Corporation? 
Yes, they made a private deal out of that with the C. & 
EB. Corporation. 

How many months later would it be that Mr. Hopkins came 
to town and you had this talk? 

It was approximately one month, as a matter of fact, in 
connection with this agreement which I understand is 
dated the 15th of March. 

Here is something which you might look at, is that your 
handwriting? 

That is my own handwriting, and I think they were signea 
on May 4th and not the date of it. 

This is the Exhibit, that is your handwriting, and you 
ean use that to refresh your memory, Exhibit "256", dated 
the 15th of March, 19354? 

Yes. 

And on the last page of it appears your signature, and 
there is a pencilled notation which means what? 

"Signed May 4th, 1924". 

That is in your handwriting? 

Yes. 

Do you now say the signatures were affixed on the 4th 
day of May, 1934? 

That would be practically the date, I apparently made 


that notation then to the fact that the time had elapsed, 
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from the 15th oO March to the 4th of May. 

Q sand when was it with reference to the 4th of May or to 
the 15th of March that you saw Dr. Hopkins and had 
this discussion? 

A I would say it would be about the 12th or 13th of Aprils 
Q Oh, well, do I understand then this agreement, Exhibit 
"206" bears the same date as the one which you say 

you end Wr. Elves signed, and which never came back? 

A The same date. 

i see; so sometime in april you saw Dr. Hopkins and he 
then told you they wanted more units? 

A Yes. 

‘5H more units to complete the well? 

He. Simply made the bald statement that since the well 
was apparently going to cost the company more than 
they had anticipated they would nave to have more 
royalty interest in the well and they would not go on 
with the deal unless they did. 

Q Now, at that time you sey that you had advertised in 
the paper withdrawing the offer of royalties? 

A Yes. 

And for the reagons Mr. Elves has given us, you felt 

then that you could not successfully again go back to 

obtain the further moneys? 


A Not very well. 


However, that is the situation. Now, so much for that. 
Then later there was some correspondence with Toronto 
and you had returned to you 24% royalty? 

A Yes. 


Now. those letters will probably speak for themselves? 
bf 
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A Yes. 

Did the letter indicate why the company was returning 
you the 24%? 

A Ido not recall the exact terms of the letter but I 
think there was the implication that all the construc- 
tion concerning the Century and so forth had been 
amicable and it was perfectly satisfactory to us. 

Q No, I do not mean that letter, I mean the letter in 
which somebody in Toronto said they would return you 
24? 

A I think there is a letter from Mr. LeSueur. 

We had better not talk about it until we get it and 
then later you say they sent you the letter which we 
have been discussing so much here in which they told 
you that, that was in September, 1937, when was that, 
that reference by Royalite offering the return of the 


24% royalty relating to these units? 


A I would imagine---- 

Q You do not connect the two things at all? 

A No, they have no connection. | , 

Q At that time the Royalite Oil Company advised you they 
were impOCsing on you a pro-ration along with all the 
other wells? 

A Yes. 
This letter Exhibit "234", and Mr. Plotkins has brought 
the point out wees it was a crude well, what was it in 
gravity at that time, can you tell us? 

A I eannot be sure, but I know the gravity of the oil 


decreased as the well grew older. 


g The gravity decreased? 
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The gravity decreased as the well got older. 

Can you tell us, because we have been talking about 
crude and naphtha, can you tell us what the A. P. TI. 
gravity was? 

I cannot be sure, but I wocld think about 64 possibly, 
64 or 65. 

At the time this letter was written? 

About the time that tree was written. 

You know the point that Mr. Plotkins is making, that 
cruéee was coming in in large quantities from Montana 
at that time? 

Yes. 

And that it should hewe been possible for the Royalite 
to have absorbed, or the Imperial to have absorbed all 
of the production of this particular well, because it 
was of a different character, what do you think about 
that, what do you say about that? 

Well, I think the Royalite was simply carrying out the 


policy as outlined in their contract, they had the 


right to restrict the production of that wel} in relation 


to their own and they accordingly did so. 
I want to know what your reaction is to Mr. ?Plotkins' 
suggestion that there should have been a distinetion 
made by the Royalite with respect to this well or any 
other erude wells, however many there were, as against 
the general line of wells which were naphtha at that 
time? 
I don't quite get the question. 

. Plotkins is suggesting that this was an unfair 


application of pro-ration because this was a crude well 
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and the Royalite wells and all others practically, 

ali but two, I think Mr. Plotkins Said, were nephtha 
wells, and that there may have been a great surplus of 
naphtha for the market, but there should not have been 
any surplus of crude for the market. Now, that is his 
point and, therefore, you should have been treated 
differently, what do you say about that? 

At this time we were not attempting to market oil 
independently of the company. We were selling all our 
products to the Royalite and very shortly after that the 
deal with the Bowden interests was made and Bowden 
immediately, as I understand it, made preparations to 
take all of the production, built extra tanks, and he 


had no difficulty apparently in selling the extra 


production. 
THE CHAIRMAN: To whom? 
MR. FRAVIRY: To whom? 


Well, he had a distributing agency of his ow, Economy 
Gite. I think. 

Yes, and he apparently sold all that he produced? 

I don't know, he will know about that. 

THE CHAIRMAN: When this well came in, 
Mr. Pere aon: how many wells were there that could be 
classed as crude? | 
I doubt if there was any, with the exception of possibly 
the Model Oil in the North end of the Valley. 
The only other one you know ohigyg 

Yes. 

That was older than yours? 


Yes, older than this one. 
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R. Wilkinson. -6347- 

Q MR. FRAWIEY: It camc in in September, 
1934? 

A September, 1934, about the 9th of September, if I 


&D 


remember correctly. 

THE CHAIRMasN: Te have heard some thing 
about the Regal, you might as well tell us about that, 
there is a suggestion that it is strange that ther 
Regal would not absorb the surplus that the Royalite 
didn't want? 

I doubt very much if the Regal was in existence at the 
time, the date of this, I think they had gone intc 
liquidation, as a matter of fact I think they were out 
of business. 

MR. FRAYVIBY: In September, 1937, how 
many wells were producting which could be properly 
classed as crude wells, in Turner Valley, in September, 
1937? 

I would not be sure, but I would say about three or four. 
At the time the pro-ration notice was served on you? 
THE CHAIRMAN: Oh, yes. 

Possibly half a domxen, I cannot answer that. 

MR. FRAUTYY: The well came in, Mr. 
Chairman, in September, 1954, but the notice from the 
Royalite, the pro-ration notice is dated September 14th, 


1937, 


WR. FRAVIBY: There would be the Turner 


Valley Royalties, certainly? 
Yes, and B. & B. and I think the Sterling, the Royalite 
had drilled the Sterling 3 and 4 possibly. 


And at that time you told me the gravity of this 
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“ilkinson. | -6348- 
Century well was around about 63? 
I would say 64, possibly somewhere around ees I 
would not be sure. 
THE CHAIRiMaN: 64 or 65? 
Yes, around that, I would not be sure. 
MR. ~LOTKINS: There is no mystery 
about crude. 65 and over is naphtha. I intend to 
gO into that matter. 
MR. PRaWVLEY: Theat LS aie 
PO ihe EP LOTKING; Pardon me, in connection 
Poiearte crags, it is well to cléar it up, do you 
Tecall me approaching you to purchase the output of that 
well? 
The Century Royalsieg? 
Yes? 
Yes, I think you did make some suggestion. 
You took me out to the well and I took a sample at 
the well of the production? 
Yes. 
I don't remember exactly the time but it was around 
the time you were having trouble, or at least 7 heard 
you were having trouble in disposing of your output, 
and I took that sample and had our chemist or our 
‘laboratory----- 
‘MR. NOLAN: | | Does Mr. Wilkinson 
know that, Mr. Flotkins, that Mr. Plotkins took the 
sample to the chemist? 
MR. PLOTKIN: Yes, I took him with 
me to our laboratory: 
WR. PLOTKINS: You remember that? 


Yes. I remember the samples coming pack and the results. 
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I analyzed the samples and gave you a verbal report? 

+ Yes. 

Q And possibly a written report as to the character of 
your erude? 

Q Yes. 

Q “Jo you recall that? 

A nes, LO. 

Q The reason I interjected the Regal, is not to make any 
connection between the Regal and this deal, but to show 
your knowledge of the oil business, you were a director 


of the fegal for a number of years? 


A Yes, but only a nominal director. 
Q Nominal? 
A Yes, the Regal was handled by a committee of three, 


a committee of management, so-called. 

Q 50 you had no opportunity to acquaint yourself with the 
practical details of the working of a refinery? 

A No, neither the workings of the company. 

Q You are not familiar with any of the problems in 
connection with refining and marketing? 

A No. 
Now, do you know the differmce between crude and 


naphtha, or do you know what constitutes the difference? 


A No, I do not know the chemical difference or whatever 
AG! 1 Sie 

a) To your knowledge the only difference has been the 
arbitrary division by the purchasing company in the 
matter of gravity? 

a Yes, the matter of gravity entirely. 


But it does not nceessarily follow thet that is the 


distinction between naphtha and crude O11? 
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I wuli not be able to answer that definitely. 
You are nOt in a position to give us any information 
on that? 


No. 


At the time you received this notice pro-rating the 


well according to what we have been given to understand 
this morning, that contract did not preclude you from 
selling the balance to anyone else to whom you saw fit, 
you aS managing director, why would you not make any 
effort to dispose of the balance? 

It was just at that time that the deal was mede with the 
Bowden interests. 

True, was not this deal made in disgust on your prt 
in not being able to carry out, to make that company 
earn its maximum? 

I think my answer to that question, Mr. Plotkins, would 
be mr reply, which is the Exhibit, something or other, 
T do not know the number of it, but it is my letter to 
Mr. MeLeod. 

MR. NOLAN: It is in the correr 
there. 

Exhibit "234", Mr. Nolan, that very clearly sets out 
my position, Mr. Plotkins. 

MR. PTOTKINS: let me refer to the 
copy of the letter if you will, in this letter you 
merely express a disapproval, but you still had your 
rights under the contract to dispose of the balence 
over and above the amount that the Royalite were prepared 
to take. In fact you have pointei out that the Bowden 


interests immediately proceeded to do that, why didn't 


you do that? 
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A 


Well, we had made the deal with the Bowden interests, 
with the Bowden people, and, therefore, we were out 

of the picture so far as that is concerned. 

I want to ask you some more questions on this Century, 
what would have been the result to the Century Company 
if the well had been pro-rated in accordance with the 
terms of the letter, this Exhibit I have just looked at, 
what would have been the result to the company? 

Well, it is doubtful if it would have paid very much 

in the way of dividends for distribution, the same as 
it had been doing for the last three or four years, or 


the prior three or four years. 


(Page 6352 follows.) 
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Q ‘Yell, if that pro-retion had boen carried on long 
enough what would have been the result? 

I suppose it would eventually have to shut down. 
It could not pay its expense? 


It would probably get to the point where it would not. 


2D & p b&b 


I mean you are in a position to tell us. You know what 
you are getting. You know the operating estpense, you 
know the circumstences? You had to pay royalties? 

There were opersting charges and so forth? You say the 

Company would not have been able to earry on? 

4 It might conveivadly have got to the point where the well 
would not operate at a profit and therefore we would have 
to close down. 

g hat would have happened to the value of the royalties? 
When pro-ration was put into effect on this well, to the 
royalties of the company? 

A I cannot say definitely but I think it had the effect 
of about halving them in value. 

Q Did any of them change hands to your knewledge? 

A I cennot say definitcly. I sen get certain information 
or definite information if you so desire, of transactions 
of that period. 

& If the net returns would not ecver the overhead the 

property would have to be shut down or disposed cf and 


would not that subsequently prevent you frou carrying on 


any more exploration work or development work at that 
time? 
A Vell, it necessarily would put the company out of business. 
G Can you give us your views sr your experience at the time? 


There were a number of wells coming in in Turner Valley 


i give our views a: 
producing crude, and can you giv us your vi and 
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experience in connection with the circumstances tha t 


prevailed at that time that would tend to further any 


development in Turner Valley? 


A I do not know exactly what you mean, Mx Plotkins. 
Q well you referred a little while ago, and Mr. @lves dia 


too, that it made it difficult to finence. Here we 
Come to work and there were three or four crude wells 
that after years of search wo had found, and for all 
practical purposes when the oil men in Calgery or 
Alberta were endeavouring to increase production of 
crude so as to take care of our requirements, yet we 
find pro-ration being put in there and we find a situation 
such as you have described where securities were halved 
in value, it naturally would not be conducive to any 
more financing in order to increase the new production. 
What were the circumstances created at that time? 

A I think they were similar to vhat we have to-day. We 
have a condition where we have to shut the well down 
because of 2000 barrels a day coming in from Montana 


every day. 


To-day you heve a different situation. The purchasing 


2 


companies tell us there is over-production and practically 
all export has been stopped. This Little amount of 
erude that is coming in from liontona is for a special 
purpose thet we cannot produce in this rrovince. But 

at timt time as I understend the evidence there vas only 
four or five wells with a considerable amount still 

being imported into Cenade or into Vestern Canada, sc 

that conditions were different. I would like to know 

whet jour opinion is as tc what were the circumstances 


at the time that would lead the companies that vere 
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interested in securing a home Supply of crude rather 
than a foreign supply of crude tu set conditions as 
have been described? 

4 411 I can say in reply to that would be that it was a 
very definite policy of restricting the development and 
production in Turner Valley. 

q At the time this happened was the Royalite and its sub- 
Sidiaries and associated companies acquiring properties 
in Turner Valley? 

A I think thst hes been its policy. 

q Did it accelerate at that time? At that time we knew 
there was crude in the Valley. Ve knew it was in quantity. 
Do you recall whether the Royalite and its associated 7 
companies did not then procecd to accelerate their pur- 


Ghases and acquiring of holdings in that section of Turner 


Va lley? 

b From wh.t has occurred since it is very evident that they 
did. 

Q So that we find a condition created by them thet halved 


the securities of the independent oil companies and in 
some cases more then that- Yet they created a condition 
that permitted them to do that and take over properties 


from independent producers that could not go ahead and. 


develop their own? 


A bevhod <that:. effect. 


TR. NOLAN: You are not bound to agree 


with Mr. Plotkins that the securities of the i ak 


companies were halved if you do not think so. 


= PRTC ey} 1 na L t t e 
tie PLOTKING: He has macGe that statement 


ys I can go further, I think in many cases they were quartered. 


& MR. NCLAN: By whom? 
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Just as a generel result of the conditions which had 
been imposed on the Valley. 

iRePLOTKING; What were the conditions? 
You have ample oyidence to that effect on the Stock 
uxchange. 

‘as the curtailing of purchases one of the main factors 
in creating those conditions? 

Yell it certainly affected the revenue of the companies 
producing. 

So that when the revenues are affected and you cénnot 
pey your bills the:e is not much hope of going to the 
Public to get more money with which to continue devel- 
opments? 

No. 

If this well were allowed to continue at the rate it 
was producing, to capacity, it would provide approxi- 
mately 6000 a month, in my calculation, most of which 
would be available for ne. enterprises? 

Through the Century vell? 

Yes? 

In this particular case it would not directly be available 
becouse this «sevenue would be distributec among the 
royalty owners .wonthly, but it is reasonable to assume 
that most of that would go into otner channels for furthér 
developments. ‘e found it so. 

If you continued to produce this well with a wide open 
market, would you be ina position to provide yourself 
with funds from your associates that were receiving 
dividends and payments in the form of royalties that 
would permit you to extend your operations? 


Yes, it would help considerably. 
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R. Wilkinson. 
Q On the other hand when you were restricted it had the 
oppnsite effect? 
A mee, it did. 
Q Now we will go to the liational Number 1. You have made 


& statement carlier - or before I go on to that. The 
price, the cost of production, it is obvious that by 
reguiding the market we regulate the cost of production. 
“ould you agree with that in your experience as a 
producer? 

4s Well. it should be obvious it does not Gost any more €6 
produce 450 or 400 barrels a day than it dces to produce 
55 or 60. Therefore, the cost of production must 
Naturally be governed by the amount produced. 

Q You have made a statement earlier in your examination 
th: t this Numbex 1 National well was one of the few wells 
not under contrect to the Royalite. ‘shat was your total 
~roduction from this well up to the end of 1938? 

4 I have not got the figures here accurutely, I should say 
about 165,Uv00 barrels. 

Q MR. FR OILEY: As it in that booklet? 

The graph you filed yesterday? 

G Mm. PLOTKINS: Can you tell us what was 

the totel production of this National Number 1 up to the 

end of 1938? 

About 193,428 barrels. 

192,428 barrels? ‘hat was your cost of that production? 

17% cents per barrel. 


That is the actual producing cost? 


- 2D & LD & 


Tmt is the actual producing cost ana it does not teke 


into consideration overhead, the cost of the well, 
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R. Wilkinson. 


equipment or anything. This is the overhead per month. 


C And no depreciation and no depletion? 
4 No. Just the exact cost of operating the well. 
Q 2f your well had been under contract to the Royalite 


all that time what would it have produced? 

A I cannot give you that very accurately, but i think it 
would have been somewhere around 100,000 barrels. 

Q “hat would have been the cost of producing it on the 
same basis as you have errived at this 174¢? 

C THE CHAIRMAN: Is that 100,000 you are 
speaking about, that is onthe basis of the contreeét 
put in as an exhibit is it? 

se No, this is a different well. my Lord. 

iM. PLOTKINS: This well is National 
Number 1, your Lordship. It Was never under contract 
to the Royalite. 

TH: CHAIR AN: This is National Number 1 
you are speaking about? 


MR. PLOTKINUS: Yes, and I want to compare 


it with the well under contract. 


Mr. NOLAN: Under what kind of contract? 
MR. PLOTKINS: Under the usual contract 


which is giving the right to the Royalite to pro-rate in 

accordance with their market demands, and I am to assume 

thet this wall came in previous to the Gonservation Board 

coming into being. ‘60 that for a period it would be under 
a purchaser's pro-ration, and then in the latter period 
under Government pro-ration? 

4 Yes. It came it about ten months prior to the establish- 
ment of the Conservat ion Board. 


C So if you had signed a contract with the Royalite for that 
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10 months you would be subject to the purchaser's pro- 


ration? 
A Yes, 
Q And you are taking that into consideratien in giving 


your figure of 100,000 barrels? 

A 4S @ matter of fact I asked our secretary tn give me a 
comparison and I think it was around 100 or 101,000 
barrels. Roughly a difference of 92,000 or 93,000 
barrels. 

& What would you say your cost of producing under those 
Conditions would have been? 

A 17% cents is the cost we actually incurred in producing 
193,428 barrels. 

q And what AAG have been the cost under the other? 

A Vell we have not worked thet out. 

& You can work it out nev, because your total cost would 
have been the seme? 

A The average is about 500 barrels per day. 250 barrels 


a day it is 5 cents, so it would be about 70 cents. 


@ Beg pardon? 

A It would be 70 cents, ebout thet. 

& Why? 

4 At 250 barrels per day the overhead would still be the 
same. 

q Yes, just the same. 

4 So you make your 70 cents. No, 1 Yould mot be ssire. 


IT would have to work that out. I woulda have to work 


it out on the machine. 


Pine Fir. let Ys Divide the totsl expense 
by 100,000. ‘tet is the total expense? 


4 The total expenses is $33,748.08. 
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Q MR. PLOTKINS: | Roughly speaking, it should 
be twice as much? 

A Just about twice as much, yes. 

& . THE CHAIRMAN: About oS eents? 

A 55 oeents,yes. 


im. PLOTAKINS: If this well had been under 
contract to one of the jurchasing companies the cost 
of production would have prc oticallv doubled. 
4 Yes, it would have had thet effect. 
And that would have weaken3sd your ahility to compete 
in the crude oil market? 

A I do not know that it would do that. It would lessen 
our revenue to that extent. 

Q Have you any idee what the total cost, including royalties, 
depreciation, cepitel and so forth would have amounted 
to, to. add to those figures? 

v2) No, we have not compiled tmt in connection with the 
National Petroleum well. 

Q And it would be reasonable to assume, no matter what 
figure we wouleé add, would it, 17% cents of 15 cents, 
it would decrease your ability to compete if the other 
man hed a lower cost? 

A Naturally it would. 

Q There is another matter I want tu ask at this time. 

If you had a number of vells, 10 wells or 12 wells 

or 6 wells and you were faced with curtailment, either 
through Government pro-ration or company pro-ration, 

or through lack of markets, what would be your position’ 
Would you not be able to cut down your cost of producing 
a barrel of oil if you joined all the operations? 


bs Yes, it could be considerebly reduesd by taking tio or 
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e Wilkinson. 


three wclls and opereting them as a unit. 

Q So they would be in the same position as the Royalite 
or the larger opereting companies in Turner Valley, 
the matter of cost would not be so vital at the tine 
when the pro-ration is »t its lowest. In vuther words, 
in the winter time when the wells are pro-rated down 
to 50 or 60 or 100 barrels instead cf 300? 

A You meen by dividing the cost of operation of four or 
five wells into one operetion? 

Q Yes? At that time if you were operating a number of 
wells you could still carry on because your cost would 


be spread over a larger number of wells? 


A Yes. 
Q But if you own one well and pro-rated the amount that you 
are,able to sell you might easily - +.ell I am going to 


ask your opinion on that? You might easily come to 
the point where it is no longer profitable to operete 
for the time being, is that not a fact? 

y. Ie have been guided in making this chart by the actual 
conditions tmposed on the Netional Petroleum No. 1 well 
and we find thot on the 57 barrels per day, the allowable 
imposed by the Conservation Boarc, it would cost us 
61.51 a. barrel tp produce the oil. 

Q At the time you were carrying out the Board's orders 
and pro-rating down to 57 barrels, your cost of pro- 
duction, your out-of-pocket cost, was more than whet 


you received for the oil? 


A Yes, it would appear from the figures we saved money 


by closing the well down. 


Is that all cost, the actual operating costs? 


> 


& That is the actual operating costs. 
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G So that to that we have to add the overhead? 

A Yes. | 

Q So that it creates an impossible condition? 

A If you are going to amortize the well, write off de- 
preciation, that has all to be added to this. 

G So that under them conditions it creates an impossible 
condition for the average well in Turner Valley that is 
operated by companies, vpereted ona Single basis.) in 
other words companies having only one well in that 
position would be almost, if it vere continued,for a 
suffioient length of time, benkrupt? 

A I suppose that is what would happen. 

q National Number 1, is it an average well? 


A It probably is below the average. I do not know what the 
average of the Valley is. Well probably about 350 barrels. 
MR. PLOT KING § Mr. Frawley might tell us 
what the average well is? 
IR. oon Under the present alloweble? 
Me. PLOTKINS: You have the total potential 


divided by the number of wells. 


MR. FR’ LEY: Yes, but I have never worked 
2G. Outs 
G Mes PLOTKINS: If the average well cost of 


producing crude is 41.57, and we will assume this is an 


average well, ve do not know, ~e will have to fina that 


out? 

A No, I do not. 

@ Un top of that ve have to add the other costs, we can 
reasonably come to the Conclusion that if you keep the 
pro-ration down to that figure long enough you destroy 


the velues in all these wells, is thet res sonable to 
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assume that? 
A You destroy the investment entirely. 


£9 


So that if any one choose to put themselves in the 


position to do that, that would be the result inevit- 


ably? 

A Yes. 

q& Now why do you say it cost you yle57 @ barrel to produce 
57 barrels a day? Can you give us some facts, because 
it sounds Like a lot of money? 

b I can only answer that by referring to the graph prepared 
by our bookkeeper, 
MR. NOLAN: You, said, 1.71 

A No, $1.51. 48 a matter of fect he has carried out to 


about the fifth point here. (1.518134. 
MR. HARViY: You gave us 1.52 yesterday? 

A Well the actual figures are 41.518134. 

q Mie PLOTCINS: Do you have a breakdown 
there of those figures? 

A I do not know just what basis he has used to ceélculate 


these figures. (®3, here they are. 


@ You haven't a breakdown? 

b No. 

Q “iould it be quite a bit of trouble to get a breakdown 
to compare it with other companies situated ina similar 
position? 

A I do not know all the figures he had. The comparison 


is as follows:- 57 barrels, which is the ellowable, 
31.51. 250 barrels would reduce it to 55 cents, and 
350 to 24.7 cents, or roughly 25 cents a barrel. 

@ But you did not get me. ‘hat I would like to knov is how 


you arrive at the 1.51, so that if we use your basis on 
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Other wells, and we standardize the basis, then we have 
@ method of comparison for all practical purposes. 
4nd then not argue whether this should be in or something 
else. 

b “het he has used is, he has ineluded wages, Management, 
field operstions, acicization, all those fectors are taken 
into Gonsideretion in the operation of the well, but 
nothing by way of depreciation or the actual Gapital 


cost of the well. 


Q Hee PRA EGY Leases or anything else? 
A No. 
q Mie PLOTEING; So. if Ll apply toeavour 


office to give us a breakdown of the figures, for instance 

acidization, ‘het I am going to explain to you-is, 

acidization can be spreed over a long period so as to 

ma ke the cost per barrel very Low or it can be done at 

the time it is done and it makes the cost per barrel 

very high. You must have some sort of a comyarisen 

and equitably distribute that on all wells on the same 

basis in order to arrive at an intélligent comparison. 

I would like to have thet because I thikkk it is important 

in determining the costs under the various ecnditions 

that pertain to profuction of crude oil in Turner Valley. 
A I think what he has used is a period of about 8 months 


for each acidizgation. 


€ If you can get your figures that is all I would ask. 

A Whether that would be comparable with other wells I do 
not know. | 

Gq Ve will make it comparable by submitting a standard form 


for them to fill in with the same items only on the basis 


of their experience? 
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Re ‘4ilkinson. reco 

hi We will endeavour to get that for you. 

Q Thanks. I want that in form for the Commission, and 


I want to use it so wo can pursue the matter of costs 
down to where the Commission is fully familiar with 

the fact that costs are relative. If you creste a 
condition with pro-ration down there, with very little 
production the cost is avay high, and if you ereate a 
condition where you open it up, the costs are away low, 
and conditions are created whieh reflect in turn’ on’ the 
Low periods. in other words, titles change hands and 
then a nev) realignment tekes place and then conditions 
are different. So I feel that properly the Commission 
Should be given the facts on the form of operating 
expenses, beceuse after all Mr. Chairman, it makes no 
difference what the lease vost or what the well costs, 
because the averaye cost of crilling awell oan be 
ascertained. ‘“e have figures. The average value of 
the lease can be arbitrerily fixed, because it effects 
the price of one barrel so little, in tenths ofa cent 
over its lifetime, but the operating costs are the main 
factor, because from an economie standpoint if I own 

a well in Turner Valley and the market price if yl.24 and 
it costs me 1.50 to produce,you will in no time at 
all hsve to take that somebody who is ina position 


to wait for or in a position to creete a condition, 


is going to offer me for it. Se we cannot take the 


average cost. 


TH! CHAIRMAN: Thus far no one seens to 


have an idea what it costs them to operates their business. 
MR. PLOTINS: With respect, I may point 
out after all it is a simple matter for the Commiission 
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accountant to drew up a Standard form of ascertaining 
the direct cost. In other words, wages, insurance and 
various factors that enter into the direct cost. You 
see where the dispute comes in is, one man says it costs 
~165,000,00 to drill, but that does not include this, 
that or the other thing. Another man says, well we paid 
68,000.00 for our lease. These items are comparatively 
of novalue. Why? Because what it costs is distributed 
over the reserve underneath that ground, and will affect 
the total cost per barrel very little. But what it costs 
to produce at the time with the market facing you right 
now is nothing about the future, it wil’, put you out 
of business irrespective of how many million barrels 
you have in the 2 round. 
THE CHAIRMAN: Perhaps Commission Counsel 
hac the thing in view when I say that one would not 
anticipate going into any other business in the world 
and the people in it not knowing whet it cost them to 
produce the article that they were putting on the market. 
It may be that some formula will have Yo be evolved. 
But it is very surprising that the people in the business 
do not each knov their own costs of operaticn, at least 
their costs of operation in the production of that which 


they have to sell. However, we will adjourn now. 


(At this stage the Hearing was adjoutned until 2 P.M.) 
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2 P. Me Session 
MR. FRAWLEY: Mir. Wilkinson is not here yet, 


>= p» & Pp & pH 


and I might interrupt and put on Mir. Graburn who I know 
is anxious to get through, he has very little evidence 
to give about the cost of another company. 


THE CHAIRMAN: ALL wight « 


WILLTAM NELSON GRABURN, having 
been first duly sworn examined by lir. Frewley said: 
Mr. Graburn, you are a member of the Lew society of 
Alberta and the manager of the Toole Pete Company? 
Zhat is correct. 
DO you know something of an oil company called West Turner 
Petroleuas, Limited? 
Yes. 
What is the connection of your company with the ‘est Turner 
Company? 
The Toole Pete Trust Company is trustee for Pacifica Pet- 
yvoleums which is the new name for West Turner Petroleums, 
West Turner Petroleums is no longer in existence but has 
been amalgamated into Pacific Petroleums so the Pacific 
Petroleums operates the West Turner wells and the Trust 
Company acts as trustee and distributing agent of the pro- 
@uction received from the particular wells in question. 
How many wells are there? 
Three wells. 
And they have been in production how long? 
No. 1 has been in production from the 19th of April, 1938. 


And still is in production? 


Yes. Woe 2 has been in production from the cOth of July, 


1938 and the No. 3 has been in production from the and of 


September, 19358. 
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Now can you give us eny information as to the amount of 
production which has been obtained from each well? 

Yese 

And some evidence of the monies which have been expended 
on the production? 

YeBo 

To get production? 

Yes. 

Have you something in the form of a written statement? 

I have had prepared by the company at Vancouver a com 
pletely itemized statement showing the production received 
from each well for sach month up until the end of February, 
1939, as well as the cos’s each month that are charged 
against each well and I can give you that. 

We will file these? 

No» 1, No. 2 and No» 3 well. 

hap iBstor. No. 1? 

Yes. 

You are producing three sheets which will make one exhibit? 
That is correct. 

This is a statement entitled “Details of Production and Rev~ 


enue from ifest Turner No» 1 well from April 19, 1938 to 


939". 
> yl aie ai (STATEMENT PRODUCED AND HERE MARKED 
AS EXHIBIT "237"). 
We had better file the other exhibits, you have a similar 


statement for West Turner No» 2? 


Correct. 


And this is a similar statement for west Turner No. 2, from 


the 20th of July, 1938 to February 28th, eo a kee 


(STATEMENT PROTUCED AND HERE MARKED 
AS EXHIBI£ "238"). 
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WeN«Graburn 

Q And a similar statement with respect to West Turner No. 

3 well from September end, 1938 to February 28th, 1939? 

A Yes. 

(DOCUMENT PRODUCED AND HERH wARKED 
AS BXHIDIT F259" )i. 

Q Now you have a copy of each of those? 

A Yes. 

Q Then beginning with Exhibit "237" will you just state briefly 
for the record what the statements show? 

A The statsments show each month's production and divided into 
the gravity, the different gravity of the oil for each month 
right through each month from and commercing with April 1928, 
giving the total production in barrelage for each month. Then 
the preceeds received from the oil, the Government and other 
royalties that have been deducted and then adding thereto the 
monies received from any gas or absorption plant revenue, and 
that has been totalled for the total number of, the total 
amount of production, the total amount received both from 
the oil and from the gas: 

The next page deals with the ex- 
penses during that particular period. 

Q I think you had. better take the exhibits and just read into 
the record what those totals are? 

A Still dealing with No- 1 well the total number of barrels 


received from tho No- 1 well for that period amounts to 
181,733 barrels; the total prosseds from the sale of that 
oil amounts to $219,641.20; there was also cortain proceeds 
received from gas and natural gasoline which amounted to 
$3,387.08. 


It is a crude well, is it, Vest Turner No.» Ly 


Yes. Then there was natural gasoline in addition of 1693, 
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no, exouse me, that is barrels, that is the total revenue 
received from that well during that period was the 
$219,641.20. 

Q The total receipts $219,641.21? 
That is correct from the oil and a total of $3,387.08 from 
gasolino and gas. Now the Opsrating expenses for + hat 
period totalled $14,401.86. Now that is split up into 
various expenses Dut does not inelude any depreciation fram 
the standpoint of the lease, that is the depletion of tho 
lease itself but it is split up into lease rentals and sur- 
face rights, superintendence wages, supplies ané expenses, 
property taxes, repairs and renewais and then non-recurring 
expenses such as acidizing anc kick-off charges, and then 
administrative and office expenses. Now that item of 
$14,000 is, as I say, for that pevicd and it is then 
broken up in this statement to make up the various items. 
I might also say that these wells, all West Turner wells, 
aro being supervis6d and handled by the Royalite Oil 
Company, so that the Royalite have complete charge of pro- 
duction, the employment of help and wages and they receive, 
they lage . monthly statements of the expenses to which 

they aye put in handling the operations of the wells» 


Q And thisse are the expenses you have been telling us about 


now? 

A Yes. 
All these expenditures are incurred first by the Royalite? 
Yes, with the exception, Mr. Frawley, of the office and ad-~ 


ministrative expenses, that is in addition to the Royalite 


Ghargese 
Then that is the total expense which you have then, $14,401.86? 
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A That is correct. 
g And have you worked out the cost per barrel? 
A No I have not. 
@ Mrs Morrison is just werking it out and it comes to about 


f= 


Se - SS & 


8 gente a barrel? 

We have not taken into consideration of course depletion. 
No, but with the qualifications you have mentioned it 
works out at a cost cf 8 cents. 

MAJOR LIPSETT: 8 cents? 

MRe FRAWLEY: 8 cents. 

That is by simply dividing the barrels which you produced, 
181,753, into the expense item $14,401.86, now you have 
Similar information for, by the way+--- 

That is the first Exhibit which was filed. 

Then you have the next one? 

Yes. 

You have similar information for Jess Turner No. 2 and if 
you will give us that? 

THR CHAIRMAN : There is a third page? 

There ig a third page which is a summary, the summary shows 
the net revenue,as it were, received. 


But no additional infomation? 
No additional information other than is contained in the 


first two pages. It is merely summarized for the purpose 


of making it perhaps more understendable. 

Now you might go on and give us a similar résuae of the 
other two exhibits? 

No. 2 well came into production on the 20t rn Of UL. Se e8. 
and the statement accordingly shows from that date until 


the end of February 1939, anc shows the total number of 
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barrels of 80,408, with the total gross proceeds from 
the oil of $98,930.86. The production received during 
that period from gas, processed 8&8, amounted to 
$1158.97, that is the total revenue received auring that 
neriod. The total expenses during that period amounted 
to $15,398.54. 

What was the production in barrels you gave us? 

The production in barrels was 80,408 barrels. 

MRe HARVIE; He should add on to that the 
Ovuer £¢ think, the 597 of naphtha. 

MR. FRAWLEY: Well it looks anyway, including 
the revenue which you got, what was the revenue which you 
got for your naturtl gasoline? 

On the second well? 

Yes, well Noe 2. 

$1158.97. 

How many barrels? 

597 barrels of gasoline. I might also, excuse me for in- 
terrupting, I might also say that there was a small ab~ 
sorption plant revenue of $153.60 in addition to the gas= 
Oline. 

We might put an the record how it works out in cents per 
barrel. Now the third well, Mr. Graburn? 

The third well came into production. 


MAJOR LIPSETT: How many cents per barrel? 


WR. FRAWLEY; In a minute we will have it, it 
will be 19 cents on the No- 2 well and we will give you a 


new figure on the No» 1 in a minute by adding in the bar~ 


rels thxt were obtained. 


Now No« 3 well? 
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It came into production December end, 1938 and for the 
month of Decembor, January and February the total bar= 
relage produced was 21,459; the total revenue of $26,178.72: 
there was in addition revenue from gasoline of $114.56 and 
from absorption plant revenue 617.43. During thst period 
the total operating costs amounted to $3389.26. 

Will you give us the number of barrols again, please. 

21,459 barrels. The expenses $25,178.72. 

No, just the total, you have two kinds of barrels, barrels 
Of orude production and a small barrelage of gasoline? 


62 barrels of gasoline equivalent and the total expense 


($3389.26. 


MR. FRAWLEY: The new figure on No. l, kr. 


Chairman, will be 7.7 cents instead of 8 and on Noe 3 will 


be 15.7 cents. Wo. 2we have already given you as 19 
cents. 

WITNESS; There if a queostien of course, Mr. 
Frawley, that comes in, and that is the question of the 


operation of Noe 1,» as I axplauined before, it is com 


pletely handled by Royalite and they have a substantial 
interest in that well, and there may be costs which have to 
be determined in connection with the Royalite's system of 
accounting which we just cannot be absolutely certain of 
thate I think these figures are correct as nearly as the 
company can give them. 

Yes, they are at least the figures as reported to you by 
Royal ite? 


That is correct. 


You mean you think there may be at some later time some 
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question arise, of some adjustment? 

A Noy! it isa matter of the question of the cost of drill~ 
ing the well and things like that. 

a That are not here at all? 

4 NO« 

Q We quite realize that, these are purely operating costs? 

4 That is correct. 

Q And they are correct? 

A Correct so far as they go. 

Q And pile Sent to you by Royalite from their books? 

A Yes, that is correct. 

MR. NOLAN: No qmestions.e 
TO MR. PLOTAINS: 

Q I have a question I would like, is the Royalite Cil Company 
still taking gas from your well? 

4 Yes. 

Q From all three? 

A I believe so. 

Q What interest has the Royalite in your different wells, can 
you tell us? 

4 I will not say under oath what interest they haves I will 
just give you my opinion of the interest they have in No. l, 
which I belidve to be a 20% interest subject to repayment +e 
them of the balance of the money which is owing to Royalite 
for the drilling of the Woe 1 well. 

Q Did the Royalite take on a contract to drill the well from 


its inception? 
They completed the well: 
They completed the well? 
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That is correct. 

Do you know how deep the well was when they took over? 
Iam sorry I oannot-tell youe 

That is in connection with No. 1? 

Yes. | 

And you feel they have a 20% interest to the best of your 


knowledge? 

That is my opinion. 

Yeu only act as trustee? 

£ am not an officer of the Pacific Petroleums. 

Now what about the No. 2 well? 

The No. & well was completed by Pacific Petroleums and it 
is under the supervision of Royalite and the production 

is sold te Royalite and the only interest they have so far 
as I know is the purchase of the production. 


They have no direct interest in the well to your knowledge? 


_ Other than the supervision. 


And they take the gas from it at the present time? 

IE believe so, any gas which is produced from it. 

Then what about the Ko. 3 well? 

The same situation prevails in Noe 4 as docs in No» 2. 
fhey have no direct interest to your knowledge? 

No. 

And they take the gas? 


That is correct. 
Who are the main shareholders, is it the Paaifio Oils? 
Pactific Petroleum has now taken over the total assets 


nesta . ' : fen ae 
and liabilities of West Turner under an amalgamation 


that while they are referred to as the west Tumner wells 


they are actually owned by Pacific Petroleum. 
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Q@ Who are the officers of Pacific Petroleum? 
Mire Frank Meluann of Vancouver, iire Norman Whittal, Dre 
Bowsher, are the only three officers that I can name off- 
hand. 

Q Do you know who the main shareholders are? 

A IT do not know. 

Q So you do not know the directorates, whether it represents 
ownership or whether it represents a small percentage of 


the ownership? 


A Iam sorry = oannot tell you. 

Q Do you manage or act as trustee for other wells in Turner 
Valley? 

A Yese 

a} De the other wells, are the other wells in the same pos= 


ition as this, that they sell their gas under present con~ 
ditions? 
4 Well now I just do not know what you mean by that. 


You see we have a peculiar position in Turner Valley at the 


& 


present time, I might have to make an explamtion to get 
the answer, where the Conservation Board has squeezed out 
the amount that is allowed to be produced, in other worés 
reduced the volume and it is natural for the koyalite to 
only take gas from the wells that it controls in, at least 
that it has sufficient interest, to make the sacrifice and 
to allow the market to those companies instead of to the 
independent companies» that is one of the things we refer- 
read to this morning as to what the situation is in a given 


company? 
You are aaking that as a definite statement of fact? 
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@ Iam making that as a fact that I know? 


And you want me to say whether that is the situation in 


ie 


regard~-~~+- 
Q To other wells that you handle? 


Lt do not know. 


f> 


Q@ Yeu do not know if they have taken the gas fram the otters 
wells that you are acting as trustee for? 

A I cannot tell you without going into the particular well 
that you have reference to. 


Q You would know the income, whcther it is derived from the 
crude oil and from the sale of ges and absorption plant 
naphthe ? 

A Yes, this is the only company in which the total revenue is 
made available through my office. In the others we would 
receive per haps royalties and the royalty would no doubt in~ 
clude a proportion of gas that was available to the gross 
royalty holders during that particular month and in that way 
I would assume that some revenue was received because we 
have received a certain portion of it from the Royalite. 


But you would not be in a position to know the break~down? 


Q 

4 Noe 

Q Whether it was partly froa gas or partly from crude oil? 

r No; L alien know in a statement which I would get from the 
Koyalite that there is some revenue received from natural 
gas or gasoline. 

Oh you would know that? 
Yes. 
& Have you any knowledge thea of the other wells that you 


are now managing, of receiving revenue from absorption 


plant? 
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I don't think you understand, I am not acting as dis- 
tributing agent for any other company in the Valley. 

The only thing I am receiving is certain eae royalties 
from other wells but I have nothing to do with the nanege~ 
ment or operation and neither are the figures available to 
me as to production except the figures sent to me by 
Royalite representing in my case gross royalty holders. 
And you have no way cf chooking them? 

dell they send, the Royalite report, they send particulars 
with their distribution of the number of barrels which 
have been produced in that particular month and give in 
some cases 10%, if I am hendling 10% of the gross product~ 
ion. 

Does it show there separately the revenue from the absorp- 
tion plant gasoline? 

Yes. 

And from natural gas? 

Yess © 

Well have you any other wells that you are handling the 
royalties, that ure in that classification? 

Yes, Royal Canadian No. 2. 

Yes? 

Command e 

That derive part of their revenue from natural gas? 

ik believe so. 

You are not sure? 

But I am not sure of that. 

In these cases was, how did you proceed to amortize the 
eost of acidizing, how was that? 

That has been made on a lump sum in the month in which the 


agidizing took plece and that is one of the non-recurring 
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expenses which is referred to in the break-down and that 
is Garried forward as a total, showit so the total 
non-recurring expenses for that particuler period and the 
total amount of acidizing which was done in one particular 


month, so if you take one month being the month in which 


the acidization took place it might not showa fair pic- 
ture of the situation but taking it over the whole period 
it will equalize up. 

Q But in one case you only have three months' operations? 
That is qite so. 

Qa In the case of acgidizing the cost of the acidizing would 
be quite heavy there? ) 

A . YeBe 

a So in order to got some comparison you would have to take 


a further period on all three wells to make the comp rigson? 


y:) That is right. 


(Go to number 6379) 
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R. WILKINSON, recalled: 

Q MR. PLOTKINS: Now, coming back to 
this National No. 1, Mr. Wilkinson, what was the 
allowable given your well in January, 1939? 

A £ do not know whether that was the low month or it 
was possibly in January, I think it was set at 57 barrels. 

Q How would this allowable affect your production costs. 
You told us this morning. Can you refer again to it 
SO as we can have it? 

A We worked that out on the basis the same as it had 
affected the larger production and worked it to approximately 
$1.52 per barrel. The production cost $1.52 por barrel. | 
THE CHAIRMAN: That is which one again? 

A National Petroleum No. l. 

MR. COMMIS: IONER “IPSEOT: That is, under the present 
poceragron,: Mrs. Wilkinson, of 57 barrel s7 

A Well, the present pro-ration, I think, is about 117. 

But it was when it was 57 that it was $1.52, wasn't it? 
Yes. So that you may understand aes more thoroughly, 
the figures we have quoted here on the production of 
193 ,428 barrels in 13 months, the costs were 17% cents 
approximately. 

0 Yes? 

A Now, we followed that out and we figured it ona basis 
of 57 barrels per day would cost $1.52 approximately. 
MR. PLOTKINS: Is the period you gave us 
10 or 11 months? 

A I think it was 13 months. 
T want to make that quite plain? 


13 months total. 
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It did not take into consideration PEO-ration, ‘did 44, 


OF a ayase? 
No. Phe well was Bot sub'ject-.-~- 


You produced your well as you thoucht it should be 


produced? 


It was pro-rated to a certain extent. We were producing 
the well in accordance with what we thought was the 

best field practice, the best gas-oil ratio. 

Under them conditions your cost was 17% cents a barrel 
average? 

Yes. 

When you were pro-rated, you were actually pro-rated 
c€own to 57 barrels, is that right? 

Yes. We did produce the well at 57 barrels per day 

over &@ period in order to determine what the gas-oil 
ratio would be. ‘We found the gas-oil ratio at 57 
barrels per day was 16,400 cubic feet per barrel. The 
gas-oil ratio producing the well as we had been in the 
habit of producing was around 5500 to 5600 cubic feet 
per barrel. 

Now, what I am getting at is the question of cost 

for the present. ‘Je will allow this efficiency pro- 
code to stand for a while Assuming you saii it cost, 
you did say it cost you $1.52 a burrel to produce, and 
assuming this rate of allowable on this No. 1 well was 
maintained, how long could you carry on? 

As I explained this morning, you could not rode oil 
and sell it at $1.25 and it cost you $1.52 to produce it, 
without going bankrupt. 

You must have an idea how long it would take you. ‘Would 


it take you three or six months normally? 


Ft would not take very long. 
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9 Would you express an opinion as to how long, if this 
company had only that well, and as you say, you 
disbursed all the money, the revenue, month by month, 
so that you have no reserves, how long would it take 
you before you would be put in the position where you 
could not carry on? If your expense exceeded your 
income? 

A You would not be able to go beyond a month or two if 
you had no reserves. 

Q So 4 comparatively short period of drastic pro-ration 
would put your company in difficulties? 

A Ttecertainly would. 

Then what would happen when you got to that position 
where you were not able to carry on? 

A I suppose we would have to do what the majority of these 
other companies have had to do, go and sell to another 
company that would take them over at any price they 
wanted to pay. 

Q Who has been taking over these companies that have got 
into that position? 

A I think possibly the Royalite Oil Company have made 
deals from time to time along similar lines to that. 

Q Is there any other company in the field that would be 
in a position to buy, if you wanted to sell your well 
at the time it was not producing a profit, and you were 
in a position where you could not help yourself, would 
there be anyone else but the Royalite to go to? 

A I do not know of anyone else that would be interested 


in it at the moment. 


2 So you would be in -the position where if they made ysu 
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an offer that was better than what you were doing 
that vou would be compelled to accept it? 

A Assuming they would be prepared to make any offery Ft 
uo not know that they would. 

Q Well, there is a well there and sometime or another it 
is going to produce. We will Are they are certainly 
going to make an offer. It may not be ea anything 
to you but it is certainly, worth something to them. 

We have past experience. 

MR. NOLAN: You are not going to 
ask the witness at all to assume, as you like. You de 
not have to assume. 

Q MR. PLOTKINS: What has been your 
experience in the past? You have been in this Valley 
quite a few yeers. You have had a lot to do with 
financing companies. You have seen companies come and 
go. What was the situation that was created in 19317 
You ars familiar with that? 

A I do know what happened to various companies. I do not 
know just what led up to it, but certain companies found 
themselves in a position where they had to make the 
best possible deal they could. When they found they 
could not produce their wells at a profit they simply 
had to d@al withit, that is all. 

They made a deal with the Royali te? 

A Most of them did. 

Well, is there anybody else? Did they make any deals 
with anybody else? 

A I do not know. 

You say most of them. Is there any that did not make a 


deal with the Royalite? 
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aA You ate referring to ¢eals with other companies than 
the Royalite? | ) 

Q Yes, companies that found themselves in difficulties, 
through not being able to sell their production, or 
sufficient of their production, and they were compelled 
to sell. Is there any companies you know of they were 
able to sell to, other companies except the Royalite 
or their subsidiaries? 

A No, I do not know of any. 

Q So the sole market for companies of that description, 
when they get into trouble, is the Royalite or its 
associated companies? 

A It would look that way. 

e And they are also the ones that fixes the allvuwable, 
or at least determine what that is going to be, 
marketed out of Turner Valley. 

MR. NOLAN: That is not so» 
MR. PLOTKINS: I am asking’ Mirw til eieon. 
he is a practical man. 

A I did not get the last part of your question. 


MR. PLOTKINS: The amount of oil that 
is produced in Turner Yalley is now set by the Conservation 


Board. 

MR. NOLAN: That is not what you put 
to the wtness. 

MR, PLOTK INS: Ll am going? toMpomie? 

TH CHAIRMAN: When you desire to object 
you won't forget to address us rather than the witness. 

I know it is quite trying when one who is not exverienced 
in examining is putting leading questions and everything 
else that we would ordinarily think very wrong. Still, 


let us keep it all nicely in hand if we can. Go on, 
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Mr. Plotkins, and try not to make statements as 


distinguished from asking questions. 


£5 


MR. PLOTKINS: Do you know how the 
amount of production that is allowed to be produced in 
Turner Valley to-day is arrived at? 


No, I have no means of knowing. 


Oo P 


What is the allowable to-day for that field? 
I think it is in the neighbourhood of 19,500 barrels. 
Do you know how that is made up? 


No, I do not know. 


oS & DD Pb 


Now, we will come back to the question of the gas-oil 

ratio. Dia you make the statement a little while ago 

that with 57 barrels your gas-oil ratio was what? 

A It worked out about 16,500 cubic feet per barrel. 
And do you know what the Conservation Board has set as 
the figure that distinguishes a gas well from a crude 
well? 

A TI think it is 30,000 feet. 

Q So that even at that ratio it would still be classified 
as a crude oil well? 

A Yes. 

What was the gas-oil ratio when ycu were producing 

/ normally? 

A’ The average was between 5500 and 6,000 feet. 
That was immediately previous to this Order? 

A When producing the well on an average of 350 barrels a 
day the gas-oil ratio ran about 55 to 57. 

Q 5500 to 5700? 


A Yes. 


So that the effect of reducing the production on your 


well mate the gas necessary to produce the oil jump from 
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5500 cubic feet a barrel to 16,500 eubie feet per 
barrel? | 

A In effect it had the effect, I should say, of wasting 
11,000 cubic feet per barrel. 

Q So that you were reducing, according to the expert 
evidence we have already heerd, the amin of oil you 
could capture out of your wells. In other words, you 
were wasting some of the gas reserves you had under- 
ground by carrying out the Board's order? 

A Evidently, yes. To the extent of 11,000 cubie feet 
per barrel. 

Q So that you were producing less oil and allowing more 


gil to stay in the ground ultimately? 
Yes. 


a> 


Q Is it fair to say then Mr. Wilkinson that in other words 
under the guise of conservation the Board insists on a 
Woscvease Of 11,000 cubic feet per barrel in order vo 
carry out their orders? 

MR. FRALEY: 4s I said the other day, 
Mr. Chairman, I em troubled about what my responsibility 
is, if any, about this sort of thing I am not worrying 
about the Conservation Board, but they are certainly 
being taken over the coals Ly Mr. Plotkins’ cross- 
examination. I would not like them to come in and 

ask to be given a lot of privileges and to further and 
further delay us in getting on with what I think, frankly, 
is something more germaine to our Commission. But I 
wonder if, in the absence of the Board, they should be 
accused of doing this under the guise of doing that, 

and all sorts of accusations being made. I do not know 


whether they should or not. They might send counsel] 
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here if they thought they were on trial. They are 

not, I presume. Perhaps, I should not say anything 
more about it, but I would leave it in your hands, 

Mr. Chairman. 

THE CHAIRMAN: . Mr. Frawley, pits a Ni P 
transpires what they are doing - it may be wholly 
necessary - but we are presently enquiring into the 
cost of production, and if it transpires where some 
Order, whether necessary or not, has the effect of 
increasing the cost of production or effecting a loss 
in connection with production, which is the same thing, 
surely one could not say it is not germaine. 

MR. FRAWLEY: If the Conservation 
Board increased the cost of production? 

THE CHAIRMAN: Yea. So long as you 
are dealing with the subject cost of production, you 
eannot say it is irrelevant. 

MR. FRAVIDY: No, but I would think 
I would epply to the Board if I thought seriously that 
the Gonservation Bosrd'’s Orders were in the long run 
or the short run increasing the cost cf production. 

IT would almost be in duty bound to give them notice to 
come here. 

THE CHAIRMAN: Perhaps so, Mr. Frawley. 
If we enter upon a stage of the Enquiry we cannot stop 
it just at the point where it may cffend somebody. 

MR. FRALEY: I did not mean to 
completely stop it. If it is germaine it has ta be 
gone on with to the bitter ena. 


THE CHAIRMAN: If you mean we are going 
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on indefinitely at this time, we are not eoing on a 
moment beyond the time you tel] the Board you are 

ready to ptoceed with the pipeline. because we are 
always going to finish that so soon as those who are 
producing the evidence will permit of it. 

MR. FRAWLEY: That is always so, of 
course. 

THE CHAIRMAN: It may be that there is 
nothing----- it mey be that you have the view, and 
certainly you are entitled to your views and we feel 
we are entitled to the benefit of them, am thus far 

we have derived much advantage from hearing them, but, 
nonetheless, so long as it is set forth in our 
Commission as a subject of enquiry we won't stop anyone, 
no matter who it may affect. 

MR. FRALEY: I would be the last or 
to join in anything of that sort. 

THE CHAIRMAN: So there we are. I have 
ventured to suggest to Mr. Plotkins already if he sets 
himself up as counsel he will know there is a time and 
place when it is most desirable to advance a particular 
phase of the case and not to mix them all up. But until 
you are ready with the pipeline----- 

a MR. FRAWLEY: Until my learned friend 
tells me he is ready with the pipeline. ‘’ell, in any 
event, until I am ready with the pipeline. I will 


continue to give the matter some thought. 
THE CHAIRMAN: You, see, Mr. Prawley. 

we are not forgetful of all the evidence we have heard 
on this subject of conservation. You will have to use 


your owl judgment as to how it will affect us in the 
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end. It is a matter of no interest to. you how it 
may. | | 

MR. FRAWLEY: ne 

THE CHATRMAN: It has not passed 


from our mind because we are listening to an examina- 
tion that points in another direction. What in the 
end will have the greatest weight counsel will only 
know when we have signed our names to a report. 

MR. FRAWIEY: That is true. When I 
got up to make this statement I was, sername thinking, 
and perhaps I should have continued to ee sitting 
here silently. But we have tried , up to now, when 
people's interests were being affected even by examina- 
tion to give those people, if we could, notice so 

they could come here. 

THE CHAIRMAN: I would say, Mr. Frawley, 
that the cross-ecaminatior. to which we have all 
listened for some little time now would give the 
clearest indication that there is going to be 
critioism of the Conservation Board's policy as 
affecting costs. I do not see how we can escape the 
conclusion that that suggestion will be made. So while 
one is loathe to have aybody mentioned in any adverse 
sense, it is a public enquiry and no matter who may 
happen to be mentioned they must be mentioned if it 

is Jaen That is all we are interested in. 

MR. FRAWLEY: Quite. Your Lordship 
will see it ig not an objection to the person or body 
being named. That must be so. My responsibility is, 


perhaps, to see that the people who are being adversely 
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referred to, whether they be the Imperial Oil or the 
Anglo-Canadian 0i1 Company or anybody, that they should 
be here. 

THE CHAIRMAN: You have already pro- 
duced a great deal of evidence to show that conservation. 
is a desirable thing. 

MR. FRAWIEY: Oh, yes. One of the 
fundamental assumptions. 

THE CHAIRMAN: You have called 
witnesses to show that that which is being done by the 
Board is under existing circumstances proper? 

MR. FRAVIRY: Yes. 

THE CHAIRMAN: Now, we are hearing the 
Opposite viewpoint put forward through this witness 

Mr. Wilkinson, and it is our duty to listen to one 


as much as to the other, as I see it. 


MR. FRAWLEY: . Yes, that is undoubtedly 
SO. 
THE CHATRMAN: as my fellow Commissioner 


points out, it may be, indeed, too — these are just 
matters to think about and for the members of the Board 
to ‘think about - but assuming it were established that 
the result of their most intelligent efforts leads to a 
higher cost that in the end it may be serving the purpose 
for which they are set up, namely, conservation of the 
field, even though it affects a particular well or 
corporation. But these are all matters ~n which we 

think we cannot in the proper conduct of this Enquiry 

go so far as to say that we should stop it. Go on, 


Mr. Plotkins. You will, I hope, in turn, bear in mand 
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Wilkinson, 
how we do want to reach---you are not being Shut off 
at all, you are being asked to limit your . present 
pursuits at the present time so that we ean disynose of 
something that only yesterday you were anxious to have 
us dispose Of. 
BR. = LOTKINS: Iam only going into 
that matter to the extent that I believe is necessary 
and as it affects costs. I am fully aware of your 
remarks and I am certainly trying to keep within that 
limit. 
Now, we will come to National No. 2, Mr. Wilkinson. 
You drilled a second well known as No. 2? 
Yes. 
National No. 2? 
tes, as a matter of fact, the No. 2 was started before 
No. 1. 
ert, No. | was comple ted---—— 
No. 1 was designated as No. 2 and started first. No. 1 
was completed first. 
Wheré was this NC. 2 well drilled? 
You mean the legal description? 
Yes, was it in the south end of Turner Valley or the 
central portion? 
legal Subdivision 14 of Section 9, Township 18, 


How far was that well located from the nearest producing 


well at that time? 
Approximately a mile end a half. 
A mile and a half from the nearest producing well? 


Yes. 


Yould that man, Mr. “Jilkinson, you were exploring new 
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territory? 

A fora certain extent, yes. 

Q Were there any other wells drilling in that area? 

A Not in the immediate neighbourhood. 

@ So that you were attempting to extend the producing 
areavor the field? 

A Yes. 

a) a mile and a half from the nearest producing well? 


A About that. 
Q That would of necessity be south, because the 


structure, oil structures vary that wide on an average? 


be 


Due south. 


aD 


In wiat condition was your No. 2 well at the time Ne. 1 
was completed? 
A It had been drilled to a depth of about 3,000 feet. 
Can you tell us the reason why it was stopped, or at 
least laid dormant, and then you went and finished the 
other one? 
A Tell, we expected to complete the well with the rotary 
which had been used for the No. 1 well. 
| Q So it was just an internal reason? 
A Yes, an internal reason. 
Was there any quality, or any particular circumstance 
in connection with the No. 2 well, that you would like 
to give us, That was something out of the ordinary, you 
were extending the field? 


A Yes. 
And usually you have problems when you do that? 


We realized we were going outside of the proven territory. 


> pS 


What were the circumstances in connection with financing. 
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Did you have to go to the Imperial in connection with 
that or to the Royali te? 

Practically a year elapsed between the time the welt 

was started and when it was renewed from the nee 
Operatiors were renewed from a depth of about 3,000 feet. 
It laid dormant for one year? 

No, the well wes started in March, 1937, and drilled to 

a depth of 2,000 feet, completed to that depth about the 
middle of June, and from that time till December it laid 
idle until the No. 1 well was completed, by which time 
the rotary was supposed to be available. 

Did you have the money at that time to continue to finish 
the N6-. 2 well? 

We had sufficient to drill one well. 

mMouvned sufficient to drill the No. 2 well? 

DEAN 11 

Tien what were the circumstances in connection with 
financing the No. 2 well? 

Well, eonditions had changed very drastically by the time 
the No. 1 well was completed, marketwise and every other 
way. We had had pro-ration introduced in September, 
which, as I pointed out, had the effect of cuttigg down 
values very drastically, and also there had bea@i one or 
two cuts in prices in the meantime. 

There had been a reduction in the posted field price 

of crude oil? 


Yes. 


And there was a combination of a drastic reduction in the 
amount allowed to be produced and also a reduction in 
the price of crude oil? 


That is correct. 
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What position did that place you in in connection with 
the No. 2 well? 

It made it very difficult for additional financing. 
What time was that, in June, 1933? 

No, it would be about December, 1937. 

In) December, 19377 


Yes, December, or January, 1938. 


eo ae ap SS 


Can you tell us at that time if the Valley was producing 


all the oil Weste”™n Canada needed@? 


bs 


I cannot say what the Valley potential was at that time. 
Counsel can possibly tell us when the imports ceased 
from the United States. Do you know the time? 

MR. FRAWLEY: Pretty well, if you want 
as The Imperial Oil discontinued importing in 
December, 1937, and the British Anerican discontinued 
importing about March, 1938, roughly. 


MR. PLOTKINS: So that that was about 


2 


the time that the purchasing companies discontinued 
imports? 

A About that. 
There would anpear to be a reason for pro-ration. It 
would appear there would have been at least a valid reason 
for curtailing production to the actual demand? 


A Yes. 


Do you know what the allowable was then at that time? 


>) 


No, I do not know, I cannot tell you offhand. 


OD Noe 


Can you give us the particulars as to your efforts and 
the conditions that existed at that time in connection 
with financing your No. 2 well? 


& You mean with regard tOocce.-. 
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co) 


You were extending the field at that time, when we 
did not know whether we had any reserves or not. It 
might have been perfectly true that the purchasing 
companies had a right, and a plousible one, to curtail 
production for the time being to the extent of their 
requirements at the time. There was certainly a need 
for reserves to be able to cmancipate themselves from 
foreign importations. So that normally you wuld be 
expected to carry on your efforts to extend the field. 
Now, that is what I am asking you. Were you in that 
position at the time? 

That is what we were trying to do. 

Now, if you will give us some information---- 

Ween we found that financing by the orthodox method of 
selling royalties, stock and so forth, when we found 
that could not be accomplished we had to look in other 
directions to find ways and means to finance the com- 
pletion of the well. 

bid you approach the Royalite at that time in connection 
with completing the well, No. 2? 

I think we did. ‘We approached the Rovalite. 

What were the circumstances? 

We approached the Royalite and made them a proposition 
asking for their co-operation in the completion of the 

we ll. 

Yes, and what transpired, what happened? 

We needed about between $80,000.00 and $90,000.00, in our 
estimate, to complete the well, and the offer I made to 
the Royalite was in eonsideration of their advancing 


either $80,000.U0 or $90,000.00, we would provide for the 
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Re Wilkinson. 
return of their money and give them a 50-50 interest 
in the lease itself, which is an 80% lease. In other 
words, give them a 40% interest in the lease after they 


had received back their money. 


dD 


Yes. What did Royalite do? 


A Well, they turned it down. They refused to accept the 


offer, 

Q “What did you do then? 

v:) Pome ower rad tore ts ss. cas 

Q Did they give you any reasons for turning it down? 

A No, no reason. 

@ Was that the usual sort of deal that they were offering, 
or that they were accepting? 

A Vell I think they have made very many deals on a Similar 
basis since. 

C Would it not be a sound reason for turning it dewn, 
seeing it was exploring new territcry? 

A They may have thought it was hopeless. 

q Did they express any opinion to you? 


A No, they simply refused to consider it. Thst is about 


all the answer I got. 


a They did not give any reasons? 

A No reasons, no. 

q What @id you do to complete the well? 

A We formulated another plan locally. ‘’e got ten different 


people to put up ;80,000.00, which was required, and 

we gave them the same sort of guarantee but instead of 
giving them the offer thet we made to the Rcyalite we 
gave 1% on 310,000.00, a 1% royalty, which had the effect 
of financing the well and saving 32%» Ve only had to 


ray 8% where we offered the Royalite 40. 
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G That influenced your ultimate cost of producing 
that erude? 


A It at least saved for-the Company the additional revenue. 
al You had 30% less to come out of the hole, is that not 
Correct? 


A I do not know just how you get that. 


£D 


If it costs you $100,000.00 or $200,000.00, in other 
words if it costs (100,000.00 for financing, whether 
you call it royalties or anything else, you must 
recover the {$200,000.00 out of that hole in order to 
show a profit on the capitalization, or the money 
actually shown as invested? 

A Yes. 

Q And treat in direct ratio influences or determines the 
cost of producing a barrel of crude, is that oorrest? 
Certainly it hes that effedt. 

a) So the question of financing by royalties, or the way 
you make this deal, or whether the Royalite made some 
sther deal is beside the point. The true cost of 
production, or whet does it actually cost to drilla 
well and to rroduce oil, the question of financing is 
a side issue thet is created for this purpose or that 
purpose. At least it is influenced by markets or by 
conditions. But what I am asking you, Mr. ‘/ilkinson, 
is this, and I want you to give the Board th benefit 

of your aeteanae in telling them the factors that 
you believe .in your own situation influenced the cost 
of producing a barrel of oil, from the standpoint of 
finance and why that cost is what it is. 

M2. FRAULEY: | In vhat well, National 
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Mi. PLOTKINS: We are taking Number 2 
as @ typical example. You had to give some royalties 
in order to raise the money, is that correct? 


Yes. The first money raised for the Company was raised 


br» 


through the sale of stogk. Then later when conditions 
had become such that it was impossible to sell stock 
we naturally had to evolve some other method of raising 
money. Naturally bonuses had to be paid to get it. 
ci And those honuses are a direct charge on the well? 
A They become a direct charge. It lessened the revenue 
to that extent. 
G So whatever the cireumstances are that are created by 
pro-ration, or by price suts:- or by lack of markets, ‘or 
Whatever you say, it is part of the business of 
marketing e@ petroleum product and has a direct influence 
on the cost of producing a barrel of oil, because it 
makes it easy or hard to finance. I am talking now 
in connection with National No. 2 or Noe 1 or Carlton 
Or Century. Js that the correct view? 
¥Yes, that is a correct view to take. 
Would that situation exist for Royalite in your opinion? 
I do not know anything about Royalite's business. 
Do you know whether they go to the public to get money? 
Not that I know of. 
How do they take over these properties, you know that? 


They have different ways of dealing, I suppose. 


LO O& ) & © & HD & 


The Royalite when it takes over a property, what is the 
usual way of acquiring the property? What do they pay 


with? 
4 As T understand it they usually use stock. 
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And the value of that stock ip the market value, in 
Other words, there is a markes price for that stock? 
Yes 

And it is on the basis of that aarket price that they 
determine the value of their stock and use it as a means 
of acquiring properties, is that not correct? 

ho tunink so. 

So if conditions are such, as you have explained to this 
Commission, that they can reduce the value of the property 
it takes less stock to buy those properties? 

That is right naturally. 

And if there is less stock outstanding there is more 
profit on the stock that is issued, in other words if 
there is twice as much stock necessary to acqiire a pro- 
perty, the same as financing a well of your own, it in+ 
creases the cost of producing a barrel of crude? 

I think it would have that effect. 

Well them we can resume and so it isa fact that product- 


lon costs are in direct proportion to the original cost 


of financing development? 

It would have that effect, yes- 
Because if you capitalize . at 200,000 instead of 100,000, 
you are going to have that much more charges against every 
barrel of crude? 
That is true» 
MR. PLOTKINS: That is all, thank you. 

TO MR. NOLAN: 

Mr. Wilkinson, as I understand it, in the month of March, 
1934, after certain negoviations you entered into this con= 


Ee: : jne which WwW ) nove a 
tract, Exhibit "236", the one which was marked here today, 


4 i a OP 
you know the one I refer to, in March 19647? 
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R.Wilkinson 
A Yes, that is the document which is dated the 15th day 


SP eras 
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of March, but which I think was Signed later. 

Because I think you told the Commission you had a pen=- 
Gilled memorandum on there which said when it was 

Signed? 

Yes, that was put there some considerable time AZOe 

Was it put there at the time the document, Exhibit "236" 
was signed? 

Possibly a year or so later I think. 

Your pencilled memorandum was put on the document "Exhibit 
206" a year or so after the Accument was executed? 

Yes, that is the approximate date, as s00n a8,we were dise= 
cussing the thing with Mr. wlves and finding out about how 
long it was after the document was. before, I should say, 
from the 15th ¢@ March was the date on which the deal was 
definitely arranged with Mr. Macleod. 

And you were authorized by Century Royalties Limited to 
enter into this transaction? 

Yese 


You were the President of the company, wore you not? 


Yes. 

Now under and by virtue of this agreement the Royalite Oil 
Company went on and expended considerable sums of money in 
bringing this well into production? 

They expended a certain agount, I do not know how muche 
Have you any idea how much? 

Possibly $60 ,000- 

Possibly $60,900? 


Yes» 
Well were you not furnished with the figures to show how 
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R.Wilkinson 
much? 
A Well I think we were but I have not got them here. 
Q Your memory of them is that it was about % 60,000? 
A That is approximately. 
Q Is that in addition to the 53,000 which was on hand either 


dn Gash or in the bank or in accounts rec. sivable? 

Pieaddi tion to.t es. 

Now for the expenditure of that money they received certain 
of these units? 

Yes. 

And as I understand you Dr. Hopkins said that the drilling 


was going to be deeper than had been anticipated for which 


reason he asksc the number of the units to be increased from 


25 to 30? 


That was his excuses for coming back and asking. 


That is what he said to you? 


Yes, that is what he said, that the well was going tc cost 


more than they had antici paved. 


And then you agreed tnat the number of units which they should 


have should be,namely 30? 


Dr. Hopkins was not present or had nothing to do with the 


original transaction,» 


Tam talking about the one which is executed, which is 


Bxhibit "236" in the case? 
T.doubt if Dr. Hopkins ever saw this agreement either. 
Tt was Dr. Hopkins though that said to you the well was 


going to be dewer than had been anticipated and he wantod 


the number of units thet the Royalite Oil Company was to re= 


ceive to ve inexeased from 25 to 30? 
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R.Wilkinson 


, 


A 


Yos, and I asked him at the time what had tmt to do with 
our original deal. | 

That is right, and then this agreement Exhibit "236" pro~ 
vided for 30 units to the Royalite Oil Gombe hy? 

I think it doess 

find you agreed to it? 

We agreed to it, we had no option, that was all explained 
this morning. | 
Yes, you have been explaining this for a couple of days but 
tell me this, in what way did the Koyalite O11 Company re- 
strict the production of your well? 

74 be ae know is that the production fell from an average of 
135 barrels, the two days trat I complained about in this 
letter was one day was 58 or 53 and the next day I think 3§, 
You aro talking about thd amount of oil which the Royalite 
purchasod from you, are you? | 

Lam referring, I may have misunderstood your question, Mr,» 
Nolan. 

You are looking at Exhibit "255" and you say what, Mr, 
Wilkinson? 

Well will you repoat the quest ion? 

There was a good deal said between you and itr, Plotkins 
about the Royal ite Oil Company restricting the production 
on your well, the Century koyalties well? 


Well I pointed out that this letter covered that point, 


‘Yes, and in this you say 


"In view of the zecent heavy expenditures incurred in 


Gonnection with acidization of the Century Well 


which resulted in jnereasing the production for the 


past two months to an averege of around 135 barrels 
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RewWilkinson 


"per day, the arbitrary action of the Royalite 
Oil Company in restricting the production of 
this well on the 12th day of September to 58 bar~ 
rols and on the 13th day of September to 28 bar- 
rels, will, we are sure be very strongly resented 
by the owners." | 
That was in response to the letter that they had written to 
you cn September 14th, Exhibit "234"? 

A Yess 

& But you could produce as much as you liked, couldn*"t you, 
Mre Wilkinson? 

A Well we had, I think I have another letter from Mr. hacleod 
I gould have brought it if I thought it was nocessary, in 
which he referred to the fact that I had on certain Ocoufions 
instructions to the employees at the well. ee 

Q After it came into production? 

| After it came into production. 

Q And have you any right to do that? 

A I do not know whether I have any right to or not, I suppose 
the Royal ite felt I did not. 

@ Perhaps the agreement will help us if you look at Clause 9? 
They had the right to attend to the production end. 

Q Clause 9 says: 

"Upon the said well being brought into production 
or completed all field opereétions shall be under 
the control and direction of the purchaser". 
And the purchaser is the Koyalite Oil Company, all right, 
80 what? 
b All I had to go by was the produe tion sheets that came in- 


to the office and it showed a decline from an average of 135 
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ReWilkinson 


barrels as I referred to in those particular days, to 38 
aad 58. 

Q You are not contending, lir. Wilkinson, that the agreement 
Exhibit "226" in any way prohibited you from prod ud ing 
that well to its full capacity? 

A I supoose we could have done it, 

Q Yes, and I think you told the Commission this morning that 

| you sold out about this time to the Bowder: interests? 

A Just about that time I think. 

Q Who in turn did disposc of the rest of the production of 
the well through some distributing source of their own? 
They did I understand. 

“That is what 3 understood you to say? 


Ye Ba 


Oe ee ee 


Now you were asked yesterday if the royalty holders had 

been notified of this change in management? 

4 I think they were notified immediately it was done. 

Q Well then what secrecy was thore, what was it that the 
ea ty holders were not told, yesterday there was a dis= 
oussion between you and Mr- Plotkins about that and I 
gathered that the inference was that the royalty holders 
had been kept in the dark about something? 

A No, I think the records of the ccmpany will show that 

circular letters were sent out to each royalty holder 

monthly and any change of management, anything affecting 


the operation of the well they were all notifiede 


In the ordinary course? 


In the ordinary course of events. 
That is how you did your business as President of the company? 
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ReWilkinson 


A No question about that. 

Q Maybe I misunderstood you yesterday, but. you have madé it 
perfectly clear now; now you put a notice in the news- 
paper, Mr.» Wilkinson, you told us about tht? 

A Yeso 

Q That was before you had a-signea agreement by the Royalite? 

A That was I think one or two days following the consummation 
of the deal with ir. Macleod. 

Q, Yes, now as I understand it you asked the Royalite Oil 
Company to return to you 2 and 1/2 of those units, of the 


extra five units that they had obtained? 


A We asked them for the return of the five. 

Q, No, you asked for the return of the whole five? 

A Yes, the five percent. 

Q And it worked out that they returned 2 and 1/2 of those? 
A Bhat i8 after three years. 

Q After three years they returned 2 and 1/2 of those? 

A Yes. 


Q Now of the royalty units which they got were they gross 
or were they net? 

A Net. 

Q | What aia they do with those, do you know, did you came ine 
to possession of any of them? 

A I think in order to effect the deal which they had in mind 
with the Ce and H. Corporation--—~ 


Yes? 


serta i | oyalties which 
They purchased a cervasn amount of gross royalt hi a 


held in the well. 
Q Of your cwn? 


Of my own anid exchanged the royalty units for them. 
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Rewilkins on 

Q in other words they gave you 8 net royalties for 6 and a 
half gross royalties of your own? 

A Something like that, I think that is what it was, I think 
it was 6 and a half gross or 8 net. 

Leaving you with the 8 net royalties which they had got? 
YCso 

Q £ understand. Now there has been something said, Mr. 
Wilkinson, about this well, whether it was a crude well or 
@ haphtha well, as I understand it there is a limit, you 
tell me, you are a practical man, when does a orude well 
become a naphtha well? 

A Well I do not know. I think the Royalite have always deemed 
that their prerogative of nominating when a well was @ crude 
well and when a naphtha well. 

Q And having assumed that prerogative they laid down somo 
point in 1937, in the month of September, when a orude well 
becamo a npahtha well and what w&s that? 

A I think it was 65. 

Q And your well was producing a product that had an Aeteke 
gravity of 64 tn 55? 

A Tt used to vary very much- 

Q Up and down’ 

A Up and down. 

Q Up above 65? 

A I think it wculd sometimes gc over 605, 

Q hrd sometimes below 65? 

A I think so, I would have te refer to the reccrds to get 
that. 

Q T% was one af those border line wells? — 


I think it was about the powder line at that time. 
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R. Wilkinson 

Q The border line at thab time: now for the record, the 
border line is what? 

A Well you understand in the operation of a na phtha 
well or in fact a crude well that any restriction on 
flow affects the gravity of tho oil produced. The well 
On open flow may be producing oil of 42 and by restrict 
ing to 25% it would increase the gravity to probably 46 
or 47 and the same would apply to the Century Royalties 
Welle If the production was artificially restricted it 
would tend to increase the gravity of the product, 
probably send it up to 70 and make it a naphtha well. 

Q But what IT am trying to point out, Wr. Wilkinson, is that 
there is a question about whether this was a erude well 
Or a npahtha well, it was one of those wells just on the 
dividing line botwsen? 

A IE would say it was just on the border line at that time. 


Q On the border line at that time as between a crude and a 


naphtha well? 
Yese 

Q You said yesterday, Mr. Wilkinsun, that if this deal had 
been squelched, I think was your expression, the wholo 
history of Turner Valley might have been different from 


what it turned out to bs, or words to that effect, you 


Sena what didn’t you? 


4 Yese 
Q Your reason for saying that was that the Turner Valley 
i t é 9) 50 ari ? 
Royalties might not have gone ob to drills 
A Yes; that is one of the reasons. 


Q Who helped the Turne> Vat ley Royalties tc bring their 


well in? 
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well I might explain that by saying that lir. Brown, who 
has always been an associate of mine in various ine 
terests, was alse associated with the Century Royalties 
and he took a very koen interest in the drilling of the 
well and also an interest in the production of the well. 
He visited our office on many oceasions and took samples 
of the oil and watched the progress of tho well on its 
production very closely. 

Your owu Century well? 

The Century well. Wir. Brown, he made a very close study of 
that welle At that time his own well was shut down, had 
drilled to about 3400 feet or something and had been shut 


down for various reasons, I don't know what, but after about 


a year when the gravity of the oil began to change and the 


colour in the Century Royalties Well, Mr. Brown then suce 
ceeded in interesting additional money from various sources, 
Whose money? 

Well I think he got some from the Spooner Oils possibly. 


Yes? 


| From Vulcan. 


Yes? 

MeDougall-Segur, Calmont? 

Yes? 

“nere may have been others, IL don't know, British American, 
1 think the British merican Oil vompany, there was a 
group that completed the well. 

Did he receive any assistance from the Royalite Oil 


Company? 


I cannot say» IL think that the individual deal, when lire 


Browh started his well he took over some equipment from 
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Royalite and received in consideration, the Royalite 


received royaltiscs for Something in the well. 

Yes; now what is all this talk about pro-ration that 
developed, anc do I understand you are opposed to pro= 
ration? 

f am opposed to pro-ration, yes. 

You are basically opposed to pro-ration, are you? 

L am opposed to pro-ration applied as it is at the present 
time. 

Or applied as the Royalite appliod it in the days when you 
had the contract with them. 

We will get back to December 1937, applied at the time it 
was applied. 

Although they applied it at that time equaily as between 
your company and their own wells? 

YeS, apparently this ruling which I have for any oil which 
I might produsea 

Now pro-ration, as I understand it here, is based on what 
is known at the market requirements? 

That is assumec, yes 

Do you say that is right or wrong? 

Lt may be right or it aay be wrong, I don't knowe 

But you don't like to have your wells pro=rated, do you? 
Not if I have a market for my oil, no. 

If you have a market for your oil you want to sell your oil 


in that market, that is your po sition? 


That is the position. 
And what about this well of yours, this National Pete, is 
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ReWilkinson 


it National Pete No. 1? 

Yes, and 2. 

Did they close you in? 

*hey are closed in at the momente. 

Who closed you in? 

Well I suppose the Conservation Board, the officers. 

Did you obey the order of the Board ag to the allowable? 
No we Gidn't. 

You disobeyed it? 

We disobeyed its 


Why did you disobey it? 


Because we had tho market for the oil and we could sell 

three times the amount of oil we could produce. 

Q You didn't propose to have other people sharing in that 
market of yours with you, did you? 

& Well I don't know what is the use of going out and develop- 

ing a market if it is to be arbitrarily taken away after 

you develonv ite. 

In the result is Noe 1 and Noe 2 both shut in? 

No; Nos 2 is producing. 

But yo. 1 was closed in? 

YeEBeo 

By the authority of the Board? 


Yess 
Now wre Plotkins asked you something about the No. 1 


a > |S  &b- 2 ES 


having produced 193,428 barrels and then ho went on to 

put it to you that if you had been under contract to the 
Royalite Oil Gompany you might not have produced more than 
100,000 barrels but you are under no contract to the 


Royalite Oil Company in your No» 1, were you? 
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ReWilkinson 

b No, but we made a graph to show that had we been pro« 
ducing the well in accordancge+=-= 
Yes? 
With the Royalitets proration that would have boen tho 
amount of oil produced. 
But you were not under contract with them? 
No. 

Q Therefore you were not producing it under their scheme or 


any scheme of pro-ration? 


A Nee 

Q Therefore you got 193.428 barrels, didn't you? 

4 Yese 

Q Your point I take it is that any system of svoeratten hale 


the effect of reducing the value of these properties in 
Turner Valley, is that your point? 

A Not necessarilye 

Q What is your point then about pro-ration? 

A My idea about prov-ration or conservation, and I do not think 
that you can separate them, is simply efficient production. 


You mean get all from the well that it can efficiently pro- 


Q 
duce. | 
A Get the most possible oil for tho least amount of gas. 
Q Irrespcctive of whether there is a market to absorb it or not? 
A We have never had any difficulty with the mark eb. 
Q Well perhaps you have been fortunate but did you say to Mr. 


Plotkins that pro-ration hadé the effect of reducing the value 
of the prceperties in Turner Valley? 


A tT don't recall it. 
Q Well you don't think that? 


Putting it in those terms? 
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Re Wilkinson 

Q Then you don't think that? 

A Well it certainly destroys certain values. 

Q Well if your well No. 1 ig shut-in, what is the revenue 
from that well? 

A No thing. 

9) Nothing at all? 

A The overhead is just the same. 

Q The overhead is just the same; if I might get you to tell 
me what your objection is to pro-ration in a word, can you 
tell me? 


A We have been trying to establish the cost of production of 


oil. 

G Who has? 

A At this Hearing. 

Q You mean now? 

A Yes, by our own graph we show we can produce oil on what we 
call the most efficient gas~-oil ratio at 17 cents a barrel 
and we found that by having to produce the well according to 
the Gonservation Board's standard it would cost us ¢1.52. 

Q To produce a barrel of oil? 

A We also have found that producing the well awpund 350 bare 


rels per day our gas-oil ratio is 5.6; by Conservation methods 
16400; those are merely facts as given to me by the man ope 


erating the well. 


Q Are you saying to the Commisssion that other people's op« 


expenses go up because of the orders of the Board? 


erating 

4A well it is very evident that the cost of producing 50,000 
barrels per day would not exceed the cost of produc ing 
15,000. 


There is nothing peculiar about your company's position? 
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Noe 

It i8 oammon to all the companies in the field that go 
under the jurisdiction of tho Board? 

It is common to them all. | 

Including the Royalite? 

Yese 

Now when you say that you produce in accordance with the 
best’ field practice, that is what you say is it not? 
Zt is what we conten ? 

Bhat you are producing in accordance with the best field 
practice? 

Producing that individual well. 

That means producing all it will produce? 

Not necessarily, no, that well will produce more, we found 
that producing the well up to say 500 barrels per day our 
gas-oil ratio goes up to between 8 and 9 thousand cubic 
feet per barrel; there is a mean point around 350 barrels 
per day or $00 barrels, Somewhere around that, where the 
gas«oil ratio is at the lowest, is at the highest ef 
ficiency. 

And at that peint you think you should be permitted to 

produse, and everybody else? 

According to the market's demand. 

Always thinking of the market? 


We have shut down ow wells sometimes for a month without 


Conservation or promratione 
It is in accordance with the market demands of your company 


you are speaking of, not in accordance with the market de= 


mands of the whole field? 


According to the market which we have developed for our 
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RewWilkinson - 6413 A 
company, for our products. 

MRe NOLAN; Theat is all, thank you. 
TO LR. FRAWLEY: 

Q And of course, lire Wilkinson, if I had a well next to yours 
and I didn't have any very large meget and you had a big 
market, I suppose it follows if you subscribe to this theory 
of the common reservoir, that you are taking my oil.. 

A Mre Frawley, you are quite aware that there has beena lot of 
talk about extending our market. 

Q Yes? 

Going out and getting this oil and getting it out. 

Q Yes? 


(Go to number 6414) 


or 
a : \ 
ry. res i 4 
ye, re ae et ot 
Supe eons 
“t ae aes aes FS 
at a 4 ~ * i ste 
tis et aS a q hy 
= oo ame x 
Ses Sa hy 
et Se ee ae PM 
Spee eto eo 
S: ens . 
PSs. PON OOS Wien > etre i 
OS WOE aaah 
Wee Coe : 
‘ x) yer er + at ng A r 
eee ti er i MS TOE O Oe Pie he Ss 
my ie x ii f at He 
aA cay Bie re r 
AM) ws bt eae MOM RS 
: Ras BUCA A, He 
a. 7¢ ‘ if} fe ty, (4 pee) 
7 
« Pa 
La Big. z 
Ne shar 
ne 
ne ae 
eee 
’ ¥ 
i wt , \- . 
' 
. ‘ 
~ LA 
. it - sy. - 4 - “ 
“2 TRIO aes Cpa Jah ae epee 
P : r 
‘ 
e " ‘ af 
. ea - 
%] nod rn 
a 


1 
t 
r ’ 
} ne 
Ll 
a ve 
‘ ‘ ¥ 
~ 6130 
rw iio 
2 oily 
‘ aS RP ie ne 
> a q Sole 


we CO aii gue 2 awe 


ory ~1bS 


cir? ; - oui ray, faite Bees 


($4 


aoe 


Faw , 


L804 “dinates viiete | 


he 
cA 


ot tay ate dng heel 
= * aah 
kh. Var 


‘ = ii¢ G é 
: Ap 
2Of7%en Sie Jo 
7h PP 
ek 
\! ta i 
J oe? j ij 
. ae 
7 ey ie r - 4 : 
+ ay 
: 
, : 
4‘ 
ow RD yf 
. (-« s : 
. ty 
. * 4 
i 
‘a er ENF “s eo * 
é% rx . bad 
if ae ry Roeey 
, : 
a’ 2 : oe ae \ » atti 
tp 


C-4 


la 
R. Wilkinson. - 6414 «+ 
A Yell,there is certainly no incentive to go out and 


get a market if it is going to be taken away from you 
when you have got oun 

Q Quite so, I quite see what you mean, but I also say 
if you subscribe to the theory of a common reservoir 
and I am sitting next to you and I have no particular 
market of my own and I am only depending on the general 
market through the Royalite Oil Company or the British 
American, or the big purchasers, that if you are 
allowed to produce you will take my oil? 

“a Well, if you havo not enough incentive to go out and 
sell your oil and get a market for it, I do not see---- 

Q But it does follow you will be taking my oil through 
your hole? 

A F am not quite sure of that. 

Q There is a strong, very strong opinion that you would 
be, there is a strong engineering opinion you would 
be taking it? 

A For this reason, Mr. Frawley, there are four wells in 
an area, you might ee this area, that is the Share 
Royalties, and also including the Granville, the 
Sunburst and the National, and you could also put the 
Globe in that category too, there are not one of those 
wells, no two wells have any similar conditions. 

There is no formula? € 

In other words, there is no formula that the Conservation 
Beard can apply that would have the proper effect in 

any two wells of those four. 

Q I take it it is almost common knowledge that i4 has 
been by virtue of the existence of the $heory of thd 
common reservoir that the Board is #Milemrmuring to 
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make the withdrawals rateable? 

That was the intention, whether the effect is that 

I do not know. 

And neither do I but that is, it is fair to say 
that is the underlying principle? 

That is the accepte@ principle to which I do not 
subscribe at all. 

And that is the difficulty between you and the Conserva- 
tion Board? 

Yes. 

Now, you say that if you have a greater cost of 
financing, I mean it is obvious, if you have 4 greater 
eost of financing for your well than I have for my well, 
that your costs are going to be greater, for whatever 
reason I mean? 

Yes, in the ultimate result. 

if T have a very, if you have a very ready connection 
with some capital and I have not any at all, and I 
have to offer much more in the way of royalties or 
whatever you like to think about to get my money than 
you, then I am going to have a greater cost to spread 
over my production than you? 

Quite so. 


And that is what Mr. Plotkins is talking about? 


Yes. 

MR. FRAWLEY: That is all, thanks, 
Mr. Wilkinson. 

TO MR. PLOTKINS: In eonnection with this 
common reservoir, Mr. Wilkinson, you made the statement 


that 350 barrels a day or around that the efficiency of 


producing your wells was at the highest? 


an ANA a ‘ a 
i 7 
en ey a “a 
; wn 
faa ft c 7) 
' 1s ¥2". . h \@4 


™ Bes. : ‘ wae tas | J 


Pel waad ais ei ema r Mans, | 
are oe ol ABNER Scie ib Ro ateet ett Bg shy fatter /- 
a : Ree bk LL re O68 ti i 
Wk ee 28 Dedictae Loae: meet fen § ar = 

as uy fr aiigi’ter aa rtd. Be Sale, 
je reba Setqeosa ect er Peet 


artis tLe 78 Jaman 


fie SOR iets 


8 B¥ se 


+ . py Ns 5 a» - : a ‘ 84 
a CHOY Th Peak Yak pie wee 8 
7 . a y Pay diet, \ 
rca ae 2 ; 


, “Ab ey, ey F Sam Pots st din, Gell LOE SF 
Pat be kK sj 
en 478 ee : be, i le 4; 
4 bee cs i 7 : : » Site jet i ye +7 se f J th, 
proses a cal od gations “ars SiO) Se eee nl 
AL panes aur te fi 
Tine + POR eyes 
4 Si CN ay dre spe a 
Se ey a 
Tvs & too 
“EB : ay if a Pk 
y ace: vGy, it , Vater. a aya DES ee 
a neo ay mo oe : oo laa t ds £ >, 
CS a oat 2 fee Pett ges aeige ay aes 
hp ahs 


Moy Go vhs ef) wl om oom ers) GF) ae 
m Pett ae q, 1 oo aii ne afad SER bas ED) 8 ws et Bh 
eSNG = OA DD = Me cine i a a 

Tey SAY IES, 4 Sl sae Ta POR mS a ee oe 
. Fe a Pere ee 
~ “it 


SA ee eo es ee P . 
7 aa OST Oe POL G MS tayo 


ss ae ‘De CRRA ok 


. ad + <~ Wy *. a ote . ‘ Ae as + te fia Tif; ea i SNe 


“9 LOE ‘ease H£7 YS eb 


oe 
=,’ ie “? } “wy “Fg r waaay “ee yr a ” ° f 7s . ; ity Bu B ~~ we E910) 48 y 
j ne 
77 x Parieey ese cal 7 rs peg F Os S. toads . 


ee “Wiikinson. -6416- 


A 


That has been the result, according to the graphs 

which were taken from the meters. 

That is your experience? 

Yes. 

If you have a neighbour with a well and his well was 
closed in, had no market, as hag been. pictured here, 
under your present intention,your best interests would 
be served by continuing to produce your well as 
efficiently as possible? 

Certainly. 

In other words, to establish the best balunce between 
the amount of gas which is necessary for the oil which 
PS Lifted? 

Yes. 

Whether he produced or whether he didn™ the reserveur } 
the common carrier, in that fielé@, all the oil would be 
brought out and instead of him getting it you would get 
it possibly, although that has not yet been determined, 
but there would be no waste; in other words, as I 
understand it, the theory has been advanced that we have 
a common reservoir and we must rateably produce from 
every hole or there would be no oil left, no waste, 

in other words. Now, there is only so much gas in that 
Turner Valley structure and you utilize it to the 

best advantage, whether it is through one hole or 4 
thousand holes, you will ultimately recover the greatest 
amount of oil through that one hole, or through ten or 
through a thousand, taking into consideration other 
factors maybe, so now I am asking you, Mr. Wilkinson, 


we yoy continue to produce cn the most efficient basis 
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would you consider that you are wasting anything, that 
you are wasting the heritage, would you leave more 
oil in the ground, more than would be left if the 
other man----- 

A No. 
Whether the other man is producing or not, it is a 
question of market. 
THE CHATRMAN: Do you think you are 
getting very far along that line without showing us that 
Mr. Yilkinson has a knowledge of permeability and all 
that, Mr. Plotkins? 


MR. PLOTKINS: Well, I will, leaveminar 


line. 
THE CHATRMAN: I think you are not. 
Q MR. PLOTKINS: Now, do you know----- 
THE CHAIRMAN: You suggest Mr. Frawley 


is altogether too Communistic in his point of view, 

that it should be divided up. You say the wolls are 
getting the benefit of the markets they create, we 
anderstand that. 

MR. PLOTK INS: I say that. 

THE CHAIRMAN: 4nd, of course, there 

is another point which has not been advanced as yet and, 
perhaps, it will be, that if you have a limited market, 
where do you end, how many wells do you allow to share 
this limited market. “here are many collateral considera- 
tions which no doubt will be explored, but whether it 

is worth it now, Mr. Plotkins, unless you show excellent 


reasons for it right now. 


Mee 2LOTKING: Very well, Mr. Chairman. 
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Wilxinswun. 
MR. PLOTKINS: Now, we will come 
back to this surplus, Mr. Nolan made the remark to 
you, asked you a question, that there was nothing, 
apparently, to stop you from selling the surplus, and 
you agreed with him, is that not what you said? 
Yes, we made no effort to sell the surplus. 
But Mr. Nolan read a clause in the contract which 
absolutely put the operations of the well in the hands 
of Royalite, so how could you disobey their instruc- 
tions to the men? 
I think I was going to answer Mr. Nolan---- 
Res? 
But it passed, Ithink, at the time, Mr. McLend had 
written me a letter pointing out that any interference 
of the well would not be tolerated, so 1 am afraid if 
we had attempted to seli and of the surplus oil we 
would have run into a snag right there. You didn't 
follow that up and the result was we transferred the 
ownership of the well to the Bowdens. 
So that for all practical purposes you had nothing 
to say? 
No, not as to the amount of oil to be produced and 
what should be marketed, no. 
THE CHAIRMAN: I am afraid that is an 
interpretation of the agreement, but it would seem 
offhand, Mr. Plotkins, that that probably was not 
the condition so far as the BOwdens were concerned. 
You see, there was no attempt to exert any influence on 
the Bowdens so far as we have heard, when they attempted 


to sell their surplus oil through their marketing agencies, 
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So it would look, while we have not examined the 

contract itself as yet,it would look as though there was 
nothing in the contract to prevent that, or they probably 
would not have been allowed to do it, or they might not 
have been allowed to do it, but after all, we shall 

have to interpret the contract ourselves, and not the 
witness. 

MR. PLOTKINS: Do you deem it wise, 


Mr. Ghairman, to ask Mr. Wilkinson the history of that 


production after it was acquired by the Bowdens, 


unfortunately the Bowdens were killed and Mr. Wilkinson 
has a pereonal knowledge of the facts. 

THE CHAIRMAN: I understood him to say 
it was carried on by the estate. 

WITNESS : It has been. I might 
point out in connection with the operation of that well 
that up to the time that we made the transfer the company 
had been making monthly distributions consistently 

and I do not think there has been any distribution made 
since. What has happened to the production I am not 

able to say. 

MR. PLOTKINS: You are not in a position 
to give us any information? 

No, . am not. 

ag to what took place after you relinquished the manage- 
ment of the well? 

No, you know very shortly afterwards the principals 

were killed, and I have no knowledge as to the operations 


of the well. 


You answered Mr. Nolan in his cross-examination that in 
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eonnection with your shareholders or royalty holders, 
that you disclosed to them immediately by letter or 
Otherwise the new relationship of the Century Royalties, 
in other words you informed your associates or royalty 
owners that the enntrol of the well had passed to the 
hoyalite’, did you do that? 

A Every shareholder, I think, was notified. 

Q You infcrmed them that the control had passed to 
Royalite? 

ma. |6UYeB. 

Q You informed all your royalty holders? 

A Yes, informed them as to the exact status of the company 
and the new management. 

Q Then what was it, what did Mr. McLeod or the Royalite 
ask you to withhold, what information did they ask you 
to withhold from the public? 

A I think you are confusing what happened at the time 

of the transfer to the Bowdens with what happened at 

the time the deal was made with the Royalite in 1934. 

At that time---- 

Gan you clarify that situation? 

Beg pardon? 


Can you clarify it? 


= oe 


I think what you refer to is the request which was made 
at that time, the Royalite Oil Gompany did not want 

to have any more publicity about it, about their 
connection with the Gentury Vell, than was necessary. 
Didn't want which? 

A They didn't want@my more publicity, they didn’t want 
it to be publicly known that they were interested. 


I think that is the way to put it. 
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You agree then, they were Willing to allow your royalty 
owners to know, but not the general public, is that 

what I understand? 

No, it could not have any effect on the royalty holders 
Whether they knew or did not know. | 

It was just the general public? 

The general public or even the royalty holders, it would 
not affect either. 

Ay ae ene. you to say that the Royelite Oil Company 
had asked you to withhold certain information from the 
Public. Now what was that information? 

I think they made a request at the time they would prefer 
that the information regarding the deal... 

The original deal? 

Yes, be withheld and not publicly ennounced. That is all. 
It meant then that for all practical purposes the man 

on the street would not know that the Royalite had any 
interest in Ae Century Royalties? 

I suppose that is it, yes. 

Well then, if uhder that contract they assumed full cherge 
What were your duties as manager? 

Well we handled all finances and the distribution of the 


money and so forth. 

So you were actually in the position of treasurer? 
Actually treasurer, yes. 

Now you answered Mr. Nolan in connection with your well 
being closed in, that you objected to pro-ration, and 
you defied the Board because you felt that it should 
produce more. Wasn't the principal reason that your 


Gost of production had gone out of line with what you 


could sell your crude oil for? 
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R. ‘ilkinson. aegiee 
A The principal reason is as I have outlined befure, that 


we were producing our well in accordance with what we 
considered proven to be the best field practice, the 


most efficient gas-oil ratio that the well would produce 


under. 

& buy didn't you take: into consideration costs? In selling 
an article the cost of it determines the profit? 

4 Yes. 

Se ‘ould not that have en influence? 
“6 needed the production. 

@ is that your determining reason? ‘ould not you think 


about it in terms of cost? 

A Naturally if we were going to be reduced to the point 
where it was not going to be worth producing 57 barrels 
@ day. 

q Is it fair to say the determiting factor which led you 
to defy the Board was because it was uneconomic to 


produce the oil? 


Yes. 

Q And it was going to coss you a considerable amount of 
money? 

4 Yes. 

Q Not because you wanted the oil, but I am asking you if 


the main reason was the fact it inoreased the cost of 
your producticn to such an extent you could not produce 
at a profit? 


A Yes, it did that definitely. 


Did you discuss it at that time with your own officers? 


© 


A I discussed it with Mr. Knode and Mr. Dingman and the 
officers of the Conservation Board and pointed out to 


them all the deteils in connection with thé operation. 
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Did you draw to their attention it was going to inorease 
your cost of production over and above the value of the 
crude? 

We showed them graphs and everything about it. 

And it did not move them? 

They said they were bound to do what the law called for. 
MR. FRAULEY: That is fair enough. 

MR. PLOTKING : Mr. Nolan made the remark 
to you and I think you agreed with him that the position 
of the Royalite in sgonnection with costs was the same as 
for the independents. In other words, that they were 
under pro~retion, and even if it is only 57 barrels that 
the Royalite was subject just to the same pro-ration 
and therefore conditions were the same, and you agreed 
with him... Did you really mean thet? I<mean you told 

us. this morning if you could operate a number of wells 


all together as one unit, your cost of production would 


permit you to carry on even under drastic orders. But. 


if you only had one well you could not. ‘Yould you 
still agree to that proposition? That the position of 
Royalite is the same as the independents under those 
circumstances? 

I would not quite intend that. 

That is the way it wes put to you? 

The Royalite are in an entirely different position. 
Because their cost of production can be spread over 4 
greater numbdr of wells? 


Certainly. 
Bnd they have other sources of income in Turner Valley 


that also affects the cost of production, is not that 


correct? 
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twee 2iAkinson. 


B Undoubtedly. 


G That is all, thenk you. 


Hee senha iy: That is all thanks, Mr. 
Wilkinson. 
@ TH CHATRMAN: Mr. wilkinson, I quite 


see the different points of view thet have been put 

forward in connection with this Conservation matter. 

But have you heerd the petroleum engineers who discussed 

the field as a whole as distinguished from any one person's: 


interests? ‘ere you here when that discussion took 


place? 

A Before the Commission? 

G Before the Commission, yes? 

A tie. CO. not think I°*wes: 

ey And have you teken the opinion of petroleum engineers 
yourself? 

A we have had expressions of opinion from different men who 
are, we Peel, competent to express an opinion -along those 
lines. 

- With respect t» your own property? 

A With respect to our ovn propety,,yes- 

Q I quite see the point of view of a person who wants to 
operate his own property to his own best advantage, 
having regard to the market that he has obtained through 
his own energy. But have you any views at all as to 
what the effect would be on the field as a whole if 
everybody in that field was allowed to do precisely that? 

A I just do not know what conditions would arise under 


those conditions, your Lordship. 
4) Thet is what I was wondering. 


I am afraid it would eventually result in a certain 
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R. ‘Wilkinson. ao sedans 
amount cf - it would disrupt possibly the whole thing. 
Q Yes, I just wondered if you had given thought to it? 
A Ihave given a certain amount of thought to that. 
q inet 2S-all righte, Thank you very much. Any other 
witness? 
Wit. FRA WLGY: ¥os, Mr. Burns. 
THE CHAIRMAN: What is Mr. Burns going 


into now, this same subject? 

Mi. FRAVLBY: Yes» I might ask my 
friend is Mr. Burns ready to talk pipe line? 

MR..NOLAN: No. 

THi CHAIRMAN: Mr. Nolan, when ig Mr. Burns 
going to be ready to talk pipé line? You Know we are 
going to be anxious to break in as soon as we cane 

Three weeks ago I said that. 

MR. NOLAN: Don't you want to finish 
the cost of production? 

Mk. PRAUIASY : No. I am‘quite in agree- 
ment with the Ghairman that we should break in it if 
necessary. It is the pipe line thing that is holding 
the thing up. 

THE CHAIRMAN:. 7 I think we will give you 
the rest of the time to discuss that with Commission 
Gounsel. I want you all to keep in mind that we are most 
ambitious, @nd we have tried to meet everybody's views 
about delays and delays and delays. We blame nobody 

in respect of that. But we do want to get on with and 
conclude the pipe line. Now it would be nice to finish 
this but I apprehend,Mr. Nolan, er@ all the cross— 


examinations are over that it might be many days hence 
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before we finish with Mr. Burns. Now it may not De. 
but there is that possibility.: But if you are reedy 
to go on in the morning, and after all you were asked 
to be ready on the lst of May, you remember, I wish 
you would. So you may consult with Commission douneeu 
I, COMMISSIONER LIPSETT:: Mr.’ Nolan, whe tever time 
Mr. Burns is dealing with this cost of production, I 
was wondering if he would be ina position to explain 
to me very fully that Jersey Statement and where it is 
wrong with reference to costs ZI intended to ask him 
some questions on that and i thought perhaps he might 


know, in case he had any information about it. 


(At this stage the Hearing was adjourned until 10.30 


A.M. May 4th, 1949). 
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